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PURPOSE
The primary purpose of this Disaster Area Practice Guide (Guide) is to assist practitioners 
in dealing with certain tax problems that arise when a client is affected by a natural disaster. 
The Guide also includes references to certain aspects of related events, the tax treatment 
of which is similar. The Guide is designed as educational and reference material for 
members of the AICPA Tax Division and others interested in the subject, and is distributed 
with the understanding that the AICPA Tax Division is not rendering any tax or legal advice.
PREFACE
Tax practice requires a working knowledge of tax laws and existing federal tax reference 
material. The Guide is intended to provide information that is current and accurate. It is 
not presently intended that the AICPA Tax Division will update this guide as routine 
changes are made in either the Internal Revenue Code or Treasury Regulations. As such, 
users of the Guide should review all references to ensure that any subsequent statutory 
changes, interpretations, guidance, or court decisions are considered in light of the advice 
being rendered to their clients. Nevertheless, comments, questions, and suggestions are 
welcome. In the event this publication is updated, such comments would be invaluable in 
making the product better for all members of the Tax Division.
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I. PERSONAL CASUALTY LOSSES
In the aftermath of a natural disaster, taxpayers are often confused about what they may or 
may not claim as a loss on their tax returns. Losses caused by events like Hurricane 
Andrew, Hurricane Iniki, and the Oakland, California firestorms are considered casualty 
losses in the tax law. Many victims are stunned to find that they may have a taxable gain. 
The rules for personal losses are in some ways different from, and in other ways the same 
as, those for business losses. This general guide will discuss rules for casualty losses, and 
deductions for involuntary conversions, and it will provide insight into relevant Internal 
Revenue Service (IRS) publications.
You must file Form 1040 and itemize your deductions on Schedule A (Form 1040) to be 
able to claim a casualty of nonbusiness property. When the president of the United States 
declares that sections of the country are Federal Disaster Areas, casualty losses can be 
deducted on an amended return as if the loss happened in the prior year (see DISASTER 
LOSSES, page 7).1 Alternatively, victims may reduce their remaining current-year 
estimated tax payments or withholding in anticipation of a current-year casualty loss 
deduction.
A. Determine the Amount o f the Loss
To determine the deduction for a casualty loss, the victim must first calculate the loss and 
then determine any limits on the amount of loss that may be deducted. A casualty loss is 
figured by subtracting any insurance or other reimbursement received or expected from the 
smaller of the following two amounts2:
• The decrease in fair market value of the property as a result of the casualty
• The adjusted basis in the property before the event.
1. Decrease in Fair Market Value
The decrease in fair market value (FMV) is the difference between the property’s value 
immediately before and immediately after the casualty.3 The term immediately after the 
casualty is important, because two or three years may pass before an IRS audit. If there are 
no interim improvements, general appreciation in value may mask some of the loss incurred.
To calculate the decrease in fair market value caused by a casualty, make a determination 
of the actual price that the property could have sold for immediately before and immediately 
after the loss. The taxpayer does not need to make a distinction between real property 
values of land, landscaping, and house in documenting the precasualty and postcasualty fair 
market value.4 The taxpayer should separately calculate each item of property for gain or
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loss. The worksheets in IRS Publication 584 will help with this calculation. Once the 
separate calculations are made, the disaster loss rules, if elected, allow the taxpayer to lump 
the losses.
Generally, do not consider the following items when attempting to establish the FMV of the 
property: sentimental value, general decline in market value, the cost of protection, related 
expenses, repair and replacement costs.
The cost of cleaning up or of making repairs after a casualty can be used as a measure of 
the decrease in FMV if all the following conditions are met:5
• The repairs are necessary to bring the property back to its condition before 
the casualty.
• The amount spent for repairs is not excessive.
• The repairs take care of the damage only.
• The value of the property after the repairs is not, due to the repairs, more 
than the value of the property before the casualty.
The cost of restoring landscaping to its original condition after a casualty may also be an 
indication of the decrease in its FMV.6 Measure loss by the amount spent on the following:
• Removing destroyed or damaged trees and shrubs, minus any salvage received,
• Pruning and other measures taken to preserve damaged trees and shrubs, and
• Replanting necessary to restore the property to its approximate condition 
before the casualty.
The importance of good valuations to demonstrate a loss cannot be emphasized enough. 
The IRS has traditionally challenged appraisals, so documentation and credibility are very 
important. It is often difficult to value property before and after the casualty.
The difference between the FMV of the property immediately before a casualty and 
immediately afterwards should be determined by a competent appraiser. Picking an 
appraiser is one o f the most important steps to take in determining the loss. The appraiser 
must recognize the effects of any general market decline that may have occurred separately 
from the casualty so that any deduction is limited to the actual loss resulting from damage 
to the property. Choose an appraiser whose credentials are established and who has years 
of experience. Penalties for overvaluation of casualty losses can be steep. For example, an 
overvaluation that results in a substantial understatement of income tax (exceeds greater of 
10 percent of the tax due or $5,000) will incur a 20-percent penalty on the underpayment.7
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A 20-percent penalty could also apply if the value of property claimed is more than 200 
percent of the correct value.8
An independent appraisal by a qualified appraiser is mandatory in most situations.9 
Minimum guidelines for appraisal formats have been issued by the IRS in Rev. Proc. 66-49, 
1966-2 C.B. 1257, and in IRS Publication 561, Determining the Value o f Donated Property, 
The appraiser should be a recognized expert in the field relating to the property being 
valued and, even though appraisal fees can be expensive, the absence of qualified appraisals 
can subject the taxpayer to undervaluation penalties and a myriad of other problems. The 
IRS maintains a list of appraisers whose work they have found fault with and it is 
appropriate to inquire of the IRS and the appraiser as to the appraiser’s standing with the 
IRS. Appraisers have a variety of certifications available to them and can be members of 
different licensing organizations. Professional architects, MAI (Member Appraisal Institute) 
appraisers and various realtor organizations may be appropriate sources of information for 
recommendations for qualifying appraisers.
Photographs taken after a casualty will be helpful in establishing the condition and value of 
the property after it was damaged.10 Photographs showing the condition of the property 
after it was repaired, restored, or replaced may also be helpful. The cost of photographs 
obtained for this purpose is not a part of the loss, but can be claimed as a miscellaneous 
itemized deduction subject to the 2 percent of adjusted gross income limit on Schedule A 
(Form 1040). If the photos are required for insurance purposes, the taxpayer may be able 
to net the cost against insurance reimbursements received.
Books issued by various automobile organizations may be useful in demonstrating the value 
of a car, if the car is listed in the books. Use the books' retail values and modify them by 
factors such as the mileage and condition of the car to figure its value. The prices are not 
"official," but they may be useful in determining value and suggesting relative prices for 
comparison with current sales and offerings in the area. If a car is not listed in the books, 
determine its value from other sources. A dealer’s offer for the car as a trade-in on a new 
car is not usually a good measure of its true value.
Deduct appraisal fees as a miscellaneous itemized deduction subject to the 2 percent of 
adjusted gross income limit on Schedule A (Form 1040). The appraisal fee is an expense 
in determining the tax liability. It is not a part of the casualty loss.
To take a deduction for a casualty, the taxpayer must show that the loss was a direct result 
of the destructive event, and that he/she was the owner of the property, or if the property 
was leased from someone else, that the taxpayer was contractually liable to the owner for 
the damage. General deterioration of the property should not be confused with a casualty. 
It is important that records be maintained that will prove the deduction. If actual records 
to support the deduction are not available, use other satisfactory evidence that is sufficient 
to establish the deduction.
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2. Adjusted Basis
Basis is the measure of the investment in the property. For property purchased, basis is 
usually its cost. Basis for casualty loss purposes is the same as the basis for calculating a 
gain or loss on sale of the property.11 For property acquired in some way other than 
purchase, such as through inheritance, gifting, or tax-free exchange, special rules apply.
During the period the property is owned, various events may take place that change the 
basis. Some events, such as additions or permanent improvements to the property, increase 
basis. Others, such as earlier casualty losses and depreciation deductions, decrease basis. 
IRS Publication 551, Basis o f Assets, provides more information on calculating the basis of 
a property.
3. Insurance and Other Reimbursements
If the property is covered by insurance, a timely insurance claim for reimbursement of a loss 
should be filed. Otherwise, no deduction as a casualty loss is allowed.12 The portion of 
the loss usually not covered by insurance (for example, a deductible) is not subject to this 
rule.
Receipt of insurance or other types of reimbursement must be subtracted from the tentative 
loss (lower of decrease in FMV or adjusted basis).13 No casualty loss is allowed to the 
extent it is reimbursable. If the reimbursement exceeds the tentative loss, the victim may 
have taxable income (see IT MAY BE TAXABLE INCOME, page 7). Insurance proceeds 
are not required to be reported by insurance companies to the IRS, or at year end to 
recipients, so it is up to the taxpayer to account for the insurance proceeds received or 
receivable and the extent to which they are includable in taxable income.
If reimbursement is expected, but has not yet been received, the taxpayer must still subtract 
the expected reimbursement.14
Insurance is the most common way to be reimbursed for a casualty loss. But the victim may 
be reimbursed in some other way. The following items are generally considered 
reimbursements:
The forgiven part of a Federal Disaster Loan under the Disaster Relief and 
Emergency Assistance Act
The repayment and the cost of repairs by the person who leases the taxpayer’s 
property
Court awards for damages for a casualty (the amount collected) minus 
lawyers’ fees and other necessary expenses
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• The repairs, restoration, or cleanup services provided by relief agencies
Insurance, grants, gifts, and other payments received to help after the disaster are considered 
reimbursements only if they are specifically designated to repair or replace the property. 
If the money is designated for other purposes, or if there are no conditions on its use, the 
money is not a reimbursement even if used to restore the property.
Generally, gifts are excluded from income.15 What if, however, the proceeds of a gift from 
a relative are used to replace property or pay for living expenses following a casualty?
The IRS has ruled that the receipt of a gift from a relative or a friend does not reduce a 
casualty loss provided there is no limitation or directive relating to the manner in which the 
money is used by the recipient.16 This revenue ruling distinguishes an earlier ruling holding 
that money received by employees from an emergency disaster fund, which was gratuitously 
established by their employer to aid in the rehabilitation of homes after a tornado, must be 
taken into consideration by the employees in computing the casualty loss deduction, to the 
extent such money was used by the employees to replace their destroyed or damaged 
property.17 This conclusion is generally applicable where the facts disclose that the money 
received must be used by the recipient to rehabilitate or replace the property that is the 
subject of the claimed casualty loss deduction. However, employers may not make 
excludable gifts to employees,18 and should restrict the use of funds.
Therefore, donors other than employers should be advised not to put restrictions on the use 
of the gift funds. Furthermore, donors should not make payments directly to pay for repairs, 
rehabilitation costs, or living expenses of the donee.
4. Exact Amount of Insurance/Reimbursement Unknown
It may often be necessary to file a taxpayer’s return before the exact amount of insurance 
or other reimbursement is known. The law addresses these situations as follows:
Where there is a reasonable prospect that there will be an additional reimbursement for part 
or all of a casualty loss some time in the future, the expected reimbursement must be taken 
into consideration in computing the loss or gain from involuntary conversion19 (see IT MAY 
BE TAXABLE INCOME, page 7). The taxpayer should make his or her best estimate of 
the reimbursement and file the return claiming the loss for the year of the casualty (gain 
may be reported in the year reimbursement is received).
If eventually less reimbursement is received than estimated, the difference is claimed as a 
loss in the year such lesser amount is received.20 The original return is not amended to 
reflect this difference. Where the original transaction resulted in a gain that was deferred 
as discussed on pages 7 and 8, the difference in reimbursement will require an upward 
adjustment to the basis of the replacement property.
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Example A
A  motor boat is destroyed in a hurricane in 1992. The loss was $5,000 and the taxpayer files an 
insurance claim for and reasonably expects to receive reimbursement for the entire loss. Therefore, 
he does not have a casualty loss in 1992. The insurance claim is eventually rejected by the insurance 
company because o f a technicality. After starting a lawsuit, the taxpayer and the insurance company 
agree on a settlement o f $3,000 in 1993. The $2,000 loss would be claimed in 1993 subject to the 
$100 and 10 percent of AGI limitations.
If more reimbursement is eventually received than estimated, the difference must be 
reported as income in the year received (not in an amended return), but only to the extent 
that the taxpayer received a prior tax benefit.21 The amount reportable is calculated 
pursuant to the tax benefit rules of Internal Revenue Code Section (section) 111. Where 
the original transaction resulted in a gain which was deferred, the difference in 
reimbursement will require a downward adjustment to the basis of the replacement property.
Example B
A  motor boat is destroyed in a hurricane in 1992. The loss was $5,000 and the taxpayer files an 
insurance claim for $4,000 and reasonably expects to receive it in the future. Because o f the 10 
percent o f AGI limitation, the taxpayer does not have a deductible casualty loss in 1992. When the 
claim is finally settled in 1993, the taxpayer actually receives a $4,600 reimbursement. The additional 
$600 would not be reportable in 1993 because no tax benefit was received in the year o f the loss.
B. Deduction Limits
After the loss has been computed, the deductible amount must be determined. If the loss 
was to property held for personal use, there are two limits on the amount deductible:
• Reduce the loss by $100. If the taxpayer had more than one casualty, reduce 
each loss by $100.22
• Further reduce the loss by 10 percent of adjusted gross income. If there is 
more than one casualty or theft loss, this 10-percent limit applies to the total 
of all losses for the year. However, the 10-percent rule does not apply if 
casualty gains for the year are more than casualty losses.23
C. Leased Property
If the victim is liable for casualty damage to leased property, the loss is the amount 
necessary to repair the property.24
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II. DISASTER LOSSES
A disaster loss is a loss that is attributable to a casualty occurring in an area that the 
president declares a disaster area entitled to federal assistance. For example, President 
Bush declared Dade, Broward, and Monroe counties in Florida a Federal Disaster Area 
after Hurricane Andrew hit South Florida. Disaster loss treatment is extended to a personal 
residence that has been rendered unsafe in a disaster area or that has been ordered to be 
demolished or relocated by the state or local government.25
A taxpayer who suffers such a loss can elect to take the deduction in either of two taxable 
years. The loss may be deducted in the taxable year in which the disaster occurred, or an 
election may be made to deduct the loss in the taxable year immediately preceding the tax 
year in which the disaster occurred.26 The election to take the deduction in the earlier tax 
year must be made on or before the due date, without extensions, of the taxpayer’s next 
return.27 The loss may be claimed by filing an amended return for the preceding year, 
including a signed statement saying that the taxpayer elects to deduct the loss in the prior 
year. For example, a loss of revocation of the election may be made within ninety days after 
the date the election is made.
The calculation of the deduction for a disaster loss follows the same rules as any other 
personal casualty loss. However, if the taxpayer elects to claim the loss on the return 
immediately preceding the year of the disaster, the loss to which the election applies is 
deemed to have been sustained in the preceding taxable year.28 Thus, the 10 percent of 
adjusted gross income limitation is determined with respect to the adjusted gross income of 
that preceding year.
III. IT MAY BE TAXABLE INCOME
Many casualty victims are insured and, as a result, receive money from insurance companies 
to settle claims. They also may receive cash payments for living expenses, excess living 
expenses, or both. Taxpayers need to be very careful to understand what is and is not 
income subject to taxation.
In the wake of a casualty such as destruction of a home from an earthquake or hurricane, 
many checks are written to homeowners to settle claims. Insurance proceeds from property 
losses are gains to the extent the reimbursement exceeds the adjusted basis in the 
property.29 The gain realized must be recognized as income for tax purposes, unless the 
taxpayer elects to defer recognition.
A. Involuntary Conversions
To postpone all of the gain on destroyed or partially destroyed property, qualifying 
replacement property must be acquired within a certain time.30 The cost of the
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replacement property must be at least as much as the reimbursement received.31 Many 
taxpayers find that the reimbursement for losses from the insurer is more than needed to 
rebuild. When this is the case, a portion of the proceeds will be recognized as income. 
There is no requirement that the actual cash received from the insurance company be traced 
into the replacement property. If property is converted directly into other property that is 
similar or related in service or use to the original property, no gain is recognized.32
Example C
Watson’s home is partially destroyed by an earthquake in 1992. Watson purchased the home in 1974 
for $40,000 and added an addition in 1979 at a cost of $20,000. In 1992, when the earthquake struck, 
the house had a fair market value o f $300,000. The insurance company issued a check for $110,000 
to compensate for the partial destruction of the house. If Watson spends only $80,000 to replace the 
property and uses the remaining $30,000 for another purpose, then she must report $30,000 as a gain 
in the year the cash is received. If Watson finances the $80,000 replacement and uses $110,000 cash 
for another purpose, she still must report $30,000 as a gain.
The taxpayer may elect involuntary conversion treatment by including gain in gross income 
on his or her return only to the extent it is recognized under the above rules. If the 
converted property is not replaced within the time limit, if replacement is made at a cost 
lower than anticipated at the time of the election, or if a decision is made not to replace, 
the tax for the year the election was made must be recomputed and an amended return 
filed. A taxpayer who fails to make the election on the return may make it later (but within 
the time limit for replacement) by filing a claim for a credit or refund.33
When property is converted directly into money, or into property that is not similar or 
related in service or use, time limits apply for replacement with qualified property.34 The 
replacement period must begin with the date of destruction. It must end either two years 
after the close of the first tax year in which any gain is realized, or at a later date if one is 
set by the IRS.35
To qualify as replacement property in involuntary conversions, the property must meet the 
following conditions:
• It must be similar or related in service or use to the converted property
• It must be held on the disposition date of the old property if it was acquired 
before that date
• It must be bought, constructed, or be a restoration of a partially converted 
property to replace the old property
• It must not be acquired by gift.
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B. Living Expenses
If an insurance company pays for any living expenses after the use of the home is lost 
because of the casualty, the insurance payments are not considered a reimbursement, which 
affects the calculation of a casualty loss.36 In fact, the victim will be required to report as 
income insurance payments covering normal living expenses. The part of insurance 
payments for a temporary increase in the living expenses during this period does not have 
to be reported as income. The same rule applies to insurance payments for living expenses 
if the victim is denied access to his home by government authorities because of a casualty 
or the threat of a casualty.
The increase in living expenses is the excess of actual living expenses over normal living 
expenses. Regulations require that decreases in living expenses are to be taken into account 
as well as increases. Do not include in income the payment received for extra expenses for 
renting suitable housing and for transportation, food, utilities, and miscellaneous services 
during the period the victim is unable to use the home because of the casualty.
Food, medical supplies, and other forms of assistance received do not reduce the casualty 
loss, unless they are replacements for lost or destroyed property. They also are not taxable 
income.
Disaster unemployment assistance payments are unemployment benefits that are taxable.
IV. BUSINESS OR INCOME-PRODUCING PROPERTY
If business or income-producing property, such as rental property, was completely destroyed 
or lost because of a disaster, the loss is -
The adjusted basis in the property 
MINUS
Any salvage value 
MINUS
Any insurance or other reimbursement 
received (or expected).
This formula should be used only for total losses. Partial losses on business or rental 
property should be calculated in the same manner as personal casualties.
If insurance proceeds exceed the adjusted basis in the property, a gain is realized. 
Businesses may, like individuals, postpone the gain by investing the proceeds in qualified 
replacement property.37 The election to expense the cost of business personal property
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under section 179 reduces the cost basis in the property to the extent of the amount 
expensed. Thus, the amount of the casualty loss will be reduced by the portion expensed 
under section 179.
A. Business Versus Nonbusiness Real Property
A basic difference exists between the calculation of casualty losses for nonbusiness real 
property and real property used in a trade or business. In calculating a casualty loss on 
nonbusiness real property, the entire property (including any improvements, such as 
buildings, trees, and shrubs) is treated as one item. The casualty loss on all business 
property (both real and personal) is figured separately on each individual identifiable 
property damaged or destroyed. This difference can produce very different results. 
Consider the following examples:
Example D  -  Nonbusiness property
Personal residence and landscaping are completely destroyed in a hurricane.
Residence Landscaping Total
Fair market value before
Fair market value after
$150,000
-0-
$20,000
-0-
$170,000
-0-
Decline in value 150,000 20,000 170,000
Net cost basis 85,000 17,500 102,500
Insurance recovery 145,000 5,000 150,000
Replacement cost 150,000 20,000 170,000
Calculations:
Measure o f loss, lower of decline in 
value or basis (Components disregarded) 102,500
Insurance recovery (Components disregarded) 150,000
Net gain from involuntary 
conversion (Components disregarded) 47,500
Total gain is deferred as replacement cost exceeds insurance recovery.
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Example E  -  Business property
Business office building and landscaping are completely destroyed by hurricane
Fair market value before 
Fair market value after
Decline in value
Net cost basis (after depreciation) 
Insurance recovery 
Replacement cost
Calculations:
Building Landscaping
$150,000 $20,000
-0- -0-
(Not applicable for business property)
85,000 17,500
145,000 5,000
150,000 20,000
Total
$170,000
-0-
102,500
150,000
170,000
Measure of loss - basis
Insurance recovery
Net gain from involuntary 
conversion (casualty loss)
85,000 17,500 N/A
145,000 5,000 N/A
60,000 (12,500)
The gain on the building is deferred as replacement cost exceeds insurance recovery. The casualty loss 
on the landscaping is deductible in the year o f the casualty or the prior year if the proper election is 
made.
B. Business Interruption Insurance
The tax treatment of the proceeds from business interruption insurance turns on what the 
payments compensate. If the proceeds compensate for lost profits, then they are ordinary 
income to the recipient.38 However, if the proceeds reimburse for lost use of the property, 
then the proceeds can qualify for deferral under the involuntary conversion rules.39
The proceeds of a policy insuring against lost profits are not proceeds from an involuntary 
conversion. The United States Court of Appeals for the Eighth Circuit, in Marshall 
Foods,40 identified the following factors that were relied on to determine that the policies 
insured against lost profits:
• In addition to the business interruption insurance policies, additional insurance 
contracts compensated losses sustained from direct damage to physical 
property
• Suspension of business, not destruction of the asset, was the event that 
triggered payment
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• The policy was extended to cover another plant that supplied materials, which 
could only mean coverage for a loss of the other plant’s earnings from failure 
to have a market for its production
• The insurance was written on information based totally on gross earnings
• On the business interruption worksheet requested by the insurer, the actual 
loss sustained figures were to be equated with the loss of net profits.
The IRS ruled that gain produced through a "lost use" policy could be deferred under the 
involuntary conversion rules.41 According to this Technical Advice Memorandum (TAM), 
the following factors were relied on in concluding that the policy compensated for lost use:
• The amount payable under that policy roughly approximated replacement cost
• The per diem rate was fixed in advance and contained no limitation based on 
profitability
• A related policy expressly covered lost profits and there was no indication this 
related coverage did not approximate the profit loss.
The most conservative advice available in structuring insurance protection is to purchase loss 
value coverage (for example, a "lost use" policy) to the extent value loss would result. To 
the extent there are remaining potential losses, the policy should reimburse on a flat per 
diem basis and consider adjusting for inflation. The policy should not make reference to or 
impose limits based on prior profits.
C. Proof o f Loss
The business taxpayer must show that the loss was the direct result of a destructive event, 
and that he is the owner of the property. If the property is leased from someone else, he 
must demonstrate a contractual liability for the damage. Even though decline in fair market 
value is not a factor in calculating the loss for business property, salvage value is a fair 
market value determination (see pages 1-3 for a discussion of valuations).
D. Tax Planning
Proper income tax planning is important in making a decision about the tax treatment of 
insurance proceeds received in connection with a business casualty loss. The following 
example is provided to illustrate the alternatives available in planning the tax treatment of 
the insurance proceeds received.
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Example F
A  taxpayer received $500,000 in insurance proceeds in connection with the complete destruction of 
its plant in an earthquake. At the time of the earthquake, the plant had an adjusted basis o f $300,000. 
The replacement cost o f the plant is estimated at $600,000.
The taxpayer has a choice o f either electing to defer the gain under the involuntary conversion rules, 
or recognizing the gain for tax purposes. Either choice would have to be reported on the tax return 
for the year o f the earthquake.
Whether or not the taxpayer should elect deferral o f the gain depends on several factors. If the 
taxpayer has net operating losses or capital losses, the resulting $200,000 gain could be offset by these 
losses. However, if the taxpayer does not have any losses, the gain would be taxed at ordinary income 
rates. Furthermore, the "cost” o f nonrecognition is that the basis in any replacement property (cost 
o f $600,000) must be reduced by the deferred gain ($200,000), thereby reducing any depreciation 
deductions available to the taxpayer. This may be a small price to pay if the property is a 31-1/2 year 
property. If it is personal property, then no depreciation would be allowed.
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V. PROBLEMS AND SOLUTIONS
1. On March 1 ,  1970, Adams’ principal residence, a dwelling owned by Adams, no part o f  
which was rented to others or used for nonresidential purposes, was extensively damaged 
by fire. The damaged residence was under repair during the entire month o f March 
making it necessary for Adams and his spouse to obtain temporary lodging and to take 
their meals at a restaurant. Adams and his spouse incur expenses o f $200 for lodging 
at a motel, $180 for meals that customarily would have been prepared in his residence, 
and $25 for commercial laundry service that customarily would have been done at home 
by Adams.
Adams makes (directly or through mortgage insurance) or remains liable for the required 
March mortgage payment o f $190. Adams’ customary commuting expense o f $40 for bus 
fares to and from work is decreased by $20 for the month because the motel is closer to 
his place o f employment. Other transportation expenses remain stable. Finally, Adams 
does not incur customary expenses o f $150 for food obtained for home preparation, $75 
for utilities expenses, and $10 for laundry cleansers.
The mortgage payment results from a contractual obligation having no causal 
relationship to the occurrence of the casualty and is not considered as an actual living 
expense resulting from the loss of use of the residence. Since there has been a 
decrease in the amount of Adams’ customary bus fares, normal transportation 
expenses are considered not to have been incurred to the extent of the decrease. 
The limitation on the excludable amount of an insurance recovery for excess living 
expenses is $150 per month, computed as follows:
Actual
Resulting
From
Casualty
Normal
Not
Incurred
Increase
(Decrease)
Housing $ 200 $ - $ 200
Utilities - 75 (75)
Meals 180 150 30
Transportation - 20 (20)
Laundry 25 10 15
Total $ 405 $ 255
Maximum excludable monthly amount: 150
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2. Assume the same facts as in example (1) except that the damaged residence is not 
owned by Adams but is rented to him for $100 per month and that the risk o f loss is 
upon the lessor.
Since Adams would not have incurred the normal rental of $100 for March, the 
excludable amount is limited to $50 ($150 as in previous example less $100 normal 
rent not incurred).
3. Smith’s home, which cost $64,000 including land, was damaged by Hurricane Andrew. 
The FMV o f the property (both building and land) immediately before the storm was 
$70,000 and its FMV immediately after the storm was $60,000. Household furnishings 
were also damaged. The separately figured loss on each damaged household item 
resulted in a total loss o f $600. The insurance company paid $4,000 for the damage to 
the home, but the household furnishings were not insured. Smith’s adjusted gross income 
is $24,000.
Smith’s casualty loss deduction from the hurricane is figured in the following manner:
1) Adjusted basis of real property (cost in this example) $64.000
2) FMV of real property before hurricane 70,000
3) Subtract FMV of real property after hurricane 60.000
4) Decrease in FMV of real property 10.000
5) Loss on real property (smaller of 1 or 4) 10,000
6) Subtract insurance reimbursement 4.000
7) Loss on real property after reimbursement 6.000
8) Loss on furnishings 600
9) Subtract insurance reimbursement -0-
10) Loss on furnishings after reimbursement 600
11) Total loss (7 plus 10)
12) Subtract $100 statutory amount
13) Loss after $100 rule
14) Subtract 10% of $24,000 AGI
15) Casualty loss deduction
6,600
100
6,500
2.400
$4.100
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4. Johnson receives an insurance check in 1992 for $100,000 after his home is destroyed 
by a hurricane. He expects to receive an additional $150,000 in 1993. Johnson lives in 
a county declared a Federal Disaster Area by the president. The fair market value o f the 
home before the hurricane was $500,000, and $200,000 immediately after. Johnson's 
adjusted basis in the property is $140,000, and he expects to spend $175,000 to replace 
the destroyed home. Does Johnson have a gain or a loss in 1992?
For purposes of determining the 1992 gain or loss, the taxpayer must consider all 
claims for insurance. Consequently the calculation will be:
Adjusted Basis
Decrease in FMV
Smaller of Above
1992 reimbursement 
Expected 1993 reimbursement
$140,000
300,000
140,000
100,000
150,000 250,000
Gain $110.000
5. Can Johnson (in example 4, above) use the disaster relief rules to get a refund o f his 
1991 taxes?
No, because the disaster relief rules apply only if there is a loss.
6. Assume the facts in example 4. I f  Johnson spends, as expected, $175,000 to restore his 
property, then uses the remaining cash from insurance to pay down his mortgage, will he 
have a gain or a loss?
He will have a gain of $75,000 (excess of insurance proceed over cost to restore the 
property). The pay down of the mortgage is not considered a reinvestment of the 
insurance proceeds.
Total insurance reimbursement $250,000
Amount reinvested 175,000
Recognized Gain $ 75.000
7. Assume the facts in example 4. Johnson lives in an area where contractors are scarce, 
and it may take three years to complete restoration o f his home. Will the delay affect 
his 1992 taxable income?
Generally, the replacement of involuntarily converted property must be completed 
by the end of the second year following the calendar year of the event. In Johnson’s 
case, this would be by December 31 , 1994. However, section 1033(a)(2)(B)(ii) states 
that the Internal Revenue Service may extend the replacement date upon application
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of the taxpayer. In California, the California Society of CPAs requested of the IRS 
in San Francisco, and was granted, a blanket one-year extension of time for the East 
Bay firestorm survivors. In South Florida, an extension of one year is provided, and 
the IRS South Florida District Director indicated that the extension will be automatic.
8. Franklin's home is destroyed by an earthquake. The home must be demolished, then a 
new home will be built in its place. During 1992, the lot is vacant for six months before 
construction begins. Franklin continues to make mortgage payments on the property. 
Is the interest paid to carry an empty lot deductible as home mortgage interest?
The current regulations under section 163 would not allow the deduction of the 
mortgage interest on the vacant lot; however, the IRS may be amending the 
temporary regulation under Reg. Sec. 1.163-10(p)(5)(i) to read that as long as the 
taxpayer intends to rebuild and reoccupy the residence within a reasonable time, the 
interest will be deductible as home mortgage interest. Note that in some cases 
investment interest expense might be more beneficial when, for example, the 3- 
percent phaseout of itemized deductions applies. Investment interest is not subject 
to the phaseout.
9. Duncan & Howe, law partners, own two rental houses through a partnership. One o f 
the two houses, destroyed by a hurricane, is in a Federal Disaster Area. The partners 
each want to elect to claim a loss on their prior year's return.
a) Can a passive activity casualty loss qualify for disaster relief (that is, is the loss 
subject to the normal passive activity loss limitations)?
Reg. Sec. 1.469-2T(d)(2)(xi) excludes from treatment as a passive activity 
deduction any "deduction for a loss from fire, storms, shipwreck, or other 
casualty, or from theft (as such terms are used in section 165(c)(3))."
b) Does the partnership have to make the election?
Consistent with the entity concept for the treatment of partnerships, section 
703(b) provides: "Any election affecting the computation of taxable income 
derived from a partnership shall be made by the partnership . . . "  except for 
three specified elections to be made by the partners that are not applicable 
here. Consequently the partnership would make the election under section 
165(i)(l) to treat the loss as having occurred in the prior year.
c) I f  one partner makes an election, must all partners do so?
Since the partnership would make the election, all partners would be required 
to follow the election and deduct their respective share of the loss in the 
preceding year.
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10. A  business wants to establish a fund for its employees whose homes were destroyed, 
without creating tax problems for the business or the employees. What are the starting 
points for this endeavor?
A business should be able to establish a trust that provides for certain employees in 
need. Of greatest concern is the chance that funds may be taxed as compensation 
to employees. Employers should restrict release of benefits to assist only in 
rehabilitation and replacement of property. The reimbursements will reduce realized 
loss calculated by the taxpayer.
11. The following examples illustrate the effect o f the section 179 election. Assume the cost 
o f the destroyed equipment was $10,000 and the taxpayer was eligible to, and in fact did, 
expense the entire cost. The equipment was completely destroyed in an earthquake. 
What is the gain or loss in each o f the following cases?
a) The equipment was not insured and not replaced.
The taxpayer would not be entitled to a deduction for a casualty loss because 
the section 179 deduction had reduced his basis to -0-.
b) The equipment was not insured but was replaced. Assume replacement cost o f  
$9,000.
The taxpayer would have no gains to report. The basis in the new equipment 
would be $9,000.
c) The equipment was insured but the taxpayer did not use the proceeds to replace 
the equipment.
The taxpayer would have income to report equal to the insurance proceeds 
because his basis in the equipment is -0- as in (a), above. If the insurance 
proceeds are less than the original cost, the gain would be ordinary income 
under section 1245. If the insurance proceeds are more than the original cost, 
the excess over the original cost would be a gain under section 1231, while the 
balance of the gain up to the original cost would be ordinary income under 
section 1245.
d) The equipment was insured and the taxpayer replaces the equipment. Assume 
insurance proceeds o f $8,000 and replacement cost o f $6,500.
The taxpayer would have ordinary income under section 1245 of $1,500 to 
report. The basis in the new property would be -0-, replacement cost of 
$6,500 less gain deferred of $6,500.
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e) The equipment was insured and the taxpayer replaces the equipment. Assume 
insurance proceeds o f $10,000 and replacement cost o f $10,500.
The taxpayer would have no gain to report because replacement cost exceeds 
insurance proceeds. The basis in the new property would be $500, 
replacement cost of $10,500 less gain deferred of $10,000.
f) The equipment was insured and the taxpayer replaces the equipment. Assume 
insurance proceeds o f $9,000 and replacement cost o f $9,000.
The taxpayer would have no gain to report and the basis in the new property 
would be -0-.
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VI. BIBLIOGRAPHY
“Must Have" Items - see Appendixes F and G
Pub. 584 Workbook to help figure loss in the 
event of a disaster, casualty or 
theft.
Pub. 547 Casualty loss treatment when losses 
are not business-related.
Other Items
Notice 92-43 Low-income housing credit 
requirement relief for carryover 
a llocations, rec ap tu re , and 
compliance monitoring.
Announcement 92-128 Tax exemptions for organizations 
formed to aid disaster victims.
Notice 92-40 Extension until December 15, 1992 
to file any Federal income tax 
return or pay any tax that would 
have been due after August 23, 
1992.
Pub. 334 (Ch. 26) Casualty loss treatment when losses 
are business-related.
Form 4684 Casualties and Thefts - Form to be 
included with tax return.
Pub. 551 Basis of Assets
Notice 92-44 Extension of time to meet Federal 
tax obligations.
Notice 92-45 Inurement of income issues will not 
be raised on exempt organizations 
engaged in relief efforts.
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APPENDIX A
A CHECKLIST FOR DEALING WITH NATURAL DISASTERS*
After a disaster, tax advisers are expected to provide expert advice to clients during an 
extremely stressful time. The following checklist should help determine the services clients 
will find most useful:
1. Find out if the Internal Revenue Service has allowed any extensions for filing tax 
reports due immediately after the disaster. Inform clients about any deadline 
extensions.
2. Advise clients of the need for adequate recordkeeping and documentation. Records 
should include photographs, tape recordings (and videotapes, if possible), appraisals 
of property, estimates of repair, invoices, receipts, canceled checks, etc. Taxpayers 
should probably maintain a written record of events as well. In a serious disaster, 
several weeks may pass before the insurance adjuster arrives. A chronology or diary 
may help substantiate some of the costs incurred.
3. Be available to help file requests for federal or state monetary assistance. Some of 
the forms required by the Federal Emergency Management Agency (FEMA) and the 
Small Business Administration (SBA) are complex and clients may need help in 
providing financial data. Furthermore, clients should be cautioned about the 
nondeductibility of interest unless a loan can be structured as a home equity loan.
4. Assist in determining gains and losses. Although clients must provide the 
documentation, most are not familiar with the procedures used to compute actual 
gains and losses. Some may be confused about incidental items that are not defined 
as casualty losses, such as the costs of cleaning up after a casualty. Many are 
unaware that taxable gains are possible after a disaster.
5. Advise clients about the more beneficial tax year in which to claim losses. Many 
taxpayers may need the immediate cash available as a refund on their prior year’s tax 
returns but they should be advised of the possible advantages to claiming a loss in the 
year it was sustained.
6. Determine deferral possibilities for any gains and advise clients what they must do 
to qualify for the deferral.
*From "Dealing With the Tax Consequences o f a Natural Disaster" by Robert Baldwin, Linda M. Plunkett and 
Rebecca B. Herring, published in the August, 1990 issue o f the Journal o f Accountancy, Copyright (c) 1992 
by American Institute o f Certified Public Accountants, Inc. Opinions o f the authors are their own and do not 
necessarily reflect policies o f the AICPA
A -  1
7. Caution taxpayers sustaining damages to both business and personal assets to 
separate their records and receipts carefully. Explain that different tax treatment will 
be accorded business and personal gains and losses.
8. Recommend a review of insurance coverage for possible changes needed or desired 
by the client.
9. Review the property tax valuation of damaged properties. Many properties damaged 
in the fall of 1989 were not repaired by the end of the year, when most property tax 
assessments take place. CPAs need to help their clients determine whether they 
should appeal to have their property assessed at a lower valuation.
10. Consider writing down inventory for damaged goods or transferring goods to 
charitable organizations.
11. Determine the effects of gains and losses from casualty situations on the estimated 
tax payments of corporations and individuals. Future tax liabilities also should be 
considered, as should any effects of AMT and passive loss rules.
12. Determine whether improvements qualify for rehabilitation tax credits.
13. Work with insurance adjusters if necessary. Many clients may need help, for 
example, in determining the cost basis of their property.
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APPENDIX B
FLORIDA INSTITUTE OF CPAs 
QUESTIONS TO IRS
The following are questions posed by members of the Florida Institute of CPAs and 
responses from the IRS regarding tax ramifications of Hurricane Andrew:
Q. I  am a tax practitioner who was affected by the disaster but my client was not because 
he was outside o f the disaster area. Do the extension provisions apply for this client 
when filing any returns that might be due?
A. Yes. If you are unable to file your client’s return because you were affected by the 
disaster, the extension provision of IRS Notice 92-40 still applies. Be sure to mark 
"Andrew" in bold letters at the top of the return and include a brief statement as to 
how the disaster adversely affected your client’s ability to meet his tax obligations.
Q. As a practitioner, I  was not directly affected by the disaster. However, my clients were. 
Can they get an extension?
A. Yes. The provisions of Notice 92-40 would apply and you and your clients would still 
qualify for an extension.
Q. Is the election to claim a casualty disaster loss for 1992 on a 1991 amended return 
irrevocable?
A. No. Generally, you may revoke the election within ninety days after you have made 
the election by returning any refund or credit you received as a result of the election. 
However, if you revoke your choice before receiving a refund, you must return the 
refund within 30 days after receiving it for the revocation to be effective.
Q. I f  a lien was in effect on my client's property, what is the priority o f the government's
claim?
A. Section 6323 divides creditors into four classes. The first level is those who receive 
priority status only if their interests are perfected before a Notice of Federal Tax 
Lien (NFTL) is filed. The second group of creditors is given "semi-super" priority 
status under section 6323(c). These creditors receive limited priority over a perfected 
federal tax lien as long as their interests are created pursuant to a written agreement 
which is entered into prior to the filing of the NFTL and is protected under local law 
against subsequent judgement lien creditors. The third class of creditors receives 
"super-priority" status. These creditors’ interests prevail over a federal tax whether 
or not the NFTL has been filed prior to the time that their interests are perfected. 
All creditors which are not encompassed in one of the three preceding three classes
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of creditors must determine their priority against a federal tax lien under the 
choateness standards.
The first level is defined by section 6323(c) [sic] and includes the following:
• A purchaser as defined by section 6323(h)(6)
• Holders of security interests
• Mechanics’ liens
• Judgements against lien creditors
The second level consists of four types of "semi-super-priority" security interests which 
consist of following:
• Real property construction or improvement financing agreements 
(section 6323(c)(3)(A))
• Obligatory disbursement agreements (section 6323(c)(4)(A))
• Commercial Transaction Financing Agreements (section 6323(c)(2))
• Security interests created by disbursements made within forty-five days 
after the filing of the N FTL in property existing at the time of the 
N FTL  filing (section 6323(d))
The third consists of ten types of "super-priority" security interests as defined by 
section 6323(b):
• Purchase or secured interest in securities
• Purchase of a motor vehicle
• Retail purchase of personal property
• Casual sale of personal property
• Possessory lien of personal property
• Real property tax and special assessment liens
• Mechanics’ liens on residential property
• Attorneys’ lien
• Insurance contracts, passbook loans
Q. I f  a taxpayer incurs a gain due to insurance reimbursement or personal property, must 
the taxpayer attach a statement to the return showing intention to replace the property?
A . You should report your choice to postpone any gain from a disaster on your tax 
return for the year you have a gain. You have a gain in the year you receive 
insurance proceeds or other reimbursements that result in a gain.
You should attach a statement to your return for the year you have a gain. The 
statement should include the following information:
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• The date and details of the disaster
• The amount of insurance or other reimbursement you received as a 
result of the disaster
• An election to replace the property within the required replacement 
period
• Computation of the gain
If you acquire replacement property before you file your return from the year you 
have a gain, your attached statement should include the following information:
• A description of the replacement property
• The amount of the postponed gain
• The basis adjustment that reflects the postponed gain
• The amount of any gain you are reporting as income
You should also attach a statement to your return for the year in which you acquire 
the replacement property. The statement should contain the information listed 
above. If you obtain part of the replacement property in one year and part in 
another year, you must attach a statement to the return for each year in which the 
property is acquired.
Q. A  taxpayer has made large estimated tax payments earlier in the year but now realizes 
he will be well overpaid. Is there any way to get a refund o f excess monies paid in before 
filing on April 15, 1993?
A. No. There are no provisions to make a claim for refund in this case before filing the 
1993 return. However, the taxpayer may not need to make the September 15 or 
January 15 estimated payments that might have been otherwise due. Taxpayers 
should recalculate their estimated tax liability if they are reporting any loss on their 
1992 returns. Taxpayers may file their 1992 returns on any day after the close of 
their tax year (normally, December 31). An individual does not need to wait until 
April 15, 1993, to file their 1992 Form 1040.
Q. Do insurance companies issue 1099s for insurance reimbursement payments?
A. No. Generally, Form 1099 is issued for payments you receive in the course of your 
trade or business, from investments or from retirement accounts. Form 1099-MISC 
is issued by insurance companies in the case of crop insurance proceeds that are 
issued to farmers unless the farmer has informed the insurance company that 
expenses have been capitalized under section 278, 263A or 447.
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Q. Is there a time limit to amend a 1991 tax return for a disaster loss?
A. Yes. You must make a choice to take a casualty loss for a disaster in the preceding 
year by the later of -
• The due date (without extensions) for filing your income tax return for 
the tax year in which the disaster actually occurred
• The due date (with extensions) for the return for the preceding tax 
year
Thus, if you are a calendar year taxpayer, you ordinarily have until April 15 , 1993, to 
amend your 1991 tax return to claim a casualty loss that occurred in 1992.
Q. A  taxpayer claims a casualty loss because o f the disaster on their 1991 amended tax 
return and then later receives additional insurance proceeds or a FEMA grant. How is 
this reported?
A. If there is a reasonable prospect you will be reimbursed for part or all of your loss, 
you must subtract the expected reimbursement to figure your loss. You must reduce 
your loss even if you do not receive payment until a later tax year. You are believed 
to have a reasonable prospect of reimbursement if you have filed suit for damages.
If you later receive less reimbursement than you expected, include that difference as 
a loss with your other losses (if any) on your return for the year in which you can 
reasonably expect no more reimbursement.
If you later receive more reimbursement than you expected, after you have claimed 
a deduction for the loss, you may have to include the extra reimbursement in your 
income the year you receive it. However, if any part of the original deduction did not 
reduce your tax for the earlier year, do not include that part of the reimbursement 
in your income. You do not refigure your tax for the year you claimed the deduction.
Example. Your motorboat was destroyed during a hurricane in 1990. Your loss was 
$3,000, and you estimated that your insurance would cover $2,500 of it. Since you 
did not itemize deductions on your return in 1990, you could not deduct the loss. 
When the insurance company reimburses you for the loss, you do not have to report 
any of the reimbursement as income, even if it is for the full $3,000, because you did 
not deduct the loss on your return. Your tax was not reduced by the loss.
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Q. Is there any administrative or legislative relief anticipated to eliminate the 10 percent o f 
A G I floor for 1991? This would enable taxpayers with larger incomes in ’91 to claim 
the loss in that year instead o f waiting until 1992.
A. At this time, we do not anticipate any administrative or legislative relief from the 
provisions of either section 165(h)(1), the $100 limitation per casualty, or section 
165(h)(2), the 10 percent of AGI limitation. The limitations are defined or set by 
statute and cannot be administratively waived by the Service nor does it appear that 
Congress intends to relax the limitations of either section at this time. Therefore 
taxpayers should carefully consider the tax effects of making the election to treat the 
disaster as if it occurred in 1991.
Q. We just learned today that some elections had to be made by September 15,1992. What
do we do now that we’ve missed the deadline? Is there any remedy?
A. Regulation 1.9100-1 provides the IRS with the discretion to grant reasonable 
extensions of time fixed by the regulations but not the Code for making an election 
or application for relief with respect to income tax, upon a showing of good cause if
• The time for making the election or application isn’t expressly 
prescribed by law
• The request for extension is filed with the IRS before the expiration of 
time fixed by the regulations or within such time thereafter as the IRS 
may consider reasonable in the circumstances
• It is shown to the satisfaction of the IRS that the extension will not 
jeopardize the government’s interest
Therefore, taxpayers who were affected by the disaster should indicate "Andrew” at 
the top of the return to which any election may apply and include a brief statement 
as to how the disaster affected the filing of a timely election.
Q. I f  a taxpayer gets audited two years from now because o f a disaster claim, will they be 
assessed a negligence penalty if they do not have any records? How about the position 
they take on return or amended return?
A. Section 6662(c) provides that for purposes of section 6662(b)(1), the term negligence 
includes any failure to make a reasonable attempt to comply with the provisions of 
the Code, and the term disregard includes any careless, reckless, or intentional 
disregard. A determination as to whether or not the penalty will be imposed will be 
made on a case-by-case basis and will be based on the facts and circumstances of 
each individual case.
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APPENDIX C
VARIOUS STATEMENTS TO 
ACCOMPANY RETURNS
1. Statement to Attach to Amended Tax Return for Tax Year Preceding
Year of Disaster Loss (section 165(i))*
During 1992, the taxpayer suffered a loss from a natural disaster that was declared by the 
president as warranting assistance by the federal government. The taxpayer hereby elects 
to take the loss in 1991, which is the year preceding the loss as allowed by Internal Revenue 
Code Section 165(i).
*Must be filed by due date o f  loss year return
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2. Statement to Accompany Amended Return When Replacement Cost
Is Less Than Anticipated
INIKI, Inc.
Statement to Accompany Amended Tax Return Form 1120X
Filed______________________
Taxable Year________________
A statement was attached to Iniki, Inc.’s (hereinafter the "taxpayer") original return for this 
taxable year setting forth the details in connection with the damage by hurricane of a 
building owned by the taxpayer. The adjusted basis of that building, as set forth in the 
statement, was $100,000. Such statement also showed that the taxpayer received $150,000 
in insurance proceeds in full settlement of its loss on the building, and estimated that the 
entire $150,000 would be used to replace the old building, the principal offices of the 
taxpayer, with a new building to be used for the same purpose. The replacement of the old 
building is now complete and the construction costs of the new building, which have been 
paid, amounted to $135,000. Accordingly, the taxpayer had a recognized gain on the 
insurance proceeds of $15,000. That gain is shown on Forms 4684 and 4797, attached to this 
amended return.
Enclosed is a check in the amount of $_______________covering the additional tax liability.
Please bill taxpayer for interest.
Note: A  similar statement should accompany an amended return if  the corporation decides not to replace the 
converted property or if  the replacement is not completed within the required time.
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3. Statement to Accompany Return in Year o f Disaster 
(Reporting insurance proceeds with no gain or loss)
During the taxable year, the taxpayer suffered a loss from a natural disaster. The loss was 
fully insured by (name of insurance company). This resulted in the taxpayer receiving 
insurance proceeds of $100,000. The taxpayer did not realize a gain on the receipt of the 
insurance proceeds. The loss is not significant enough (not over 10 percent of the taxpayer’s 
adjusted gross income) to take as a casualty. This statement is being filed for information 
purposes only.
Note: The above statement is not required by current Internal Revenue Service Rules and Regulations. However, 
some practitioners may feel it prudent to file some statement because some taxpayers are receiving very large 
insurance settlements. It may also be important for the taxpayer to have the proper documentation in order to 
conclusively prove on exantination that no gain was realized. The CPA can help to prepare the appropriate 
schedules. These could be made available upon exam or the CPA may want to attach them to the return.
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4. Election to Replace Property (section 1033(a)(2)(A))
Description of property damaged or destroyed: ___________________________________
Details of Disaster: ____________________________________________________________
Date of Disaster: _____________________________________________________________
Date of (expected) replacement: ________________________________________________
Amount received from insurance or 
other reimbursement
Less basis or cost of property 
involuntarily converted 
Amount of gain realized
Amount received from insurance or 
other reimbursement
Less cost of replacement property
Amount of gain recognized (not to 
exceed gain realized)
Cost of replacement property
Less gain deferred (gain realized 
minus gain recognized)
Adjusted basis of replacement 
property
$
(__________ )
$___________
$
(__________ )
$_______
$
(__________ )
$___________
The taxpayer hereby elects to replace the property as promulgated by IRC Section 
1033(a)(2)(A).
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APPENDIX D
RECENT FEDERAL DISASTER AREAS
The attached listings detail the areas declared Federal Disaster Areas by President Bush 
during the first 11 months of 1992. The notices issued in detailing the disaster areas are:
Announcement 92-91, 1992-26 IRB 35 
Notice 92-40, 1992-38 IRB 15 
Notice 92-44, 1992-40 IRB 27
State:
Areas affected:
Type o f  disaster:
Begun on or about:
Arkansas
Counties o f Clark, Hempstead, Nevada, Ouachita, and Pike
Severe thunderstorms and high winds
June 14-19, 1992
State:
Areas affected:
California
Counties o f Kern, Los Angeles, Orange, San Bernardino, and 
Ventura
Type o f  disaster:
Begun on or about:
Severe rainstorms, snowstorms, wind, flooding, and mudslides 
February 10-18, 1992
State:
Areas affected:
Type o f  disaster:
Begun on or about:
California
City o f Los Angeles and Los Angeles County
Fires during a period o f civil unrest
April 29, 1992
State:
Areas affected:
Type o f disaster:
Begun on or about:
California
Humboldt County
Earthquakes and continuing aftershocks
April 2 5 ,  1992
State:
Areas affected:
Type o f  disaster:
Begun on or about:
California
Counties o f Riverside and San Bernardino
Earthquakes
June 2 8 ,  1992 (continuing)
State:
Areas affected:
Type o f disaster:
Begun on or about:
California
Counties o f Calaveras and Shasta
Fires
August 16 and 2 0 ,  1992
State:
Areas affected:
Type o f  disaster:
Begun on or about:
Delaware
Counties o f Kent and Sussex
Severe coastal storm and flooding
January 4 -5 , 1992
State:
Areas affected:
Type o f disaster:
Begun on or about:
Florida
Counties o f Charlotte, DeSoto, Manatee, and Sarasota
Severe storms and flooding
Januaiy 4 -5 , 1992
D - 1
State:
Areas affected:
Type o f disaster:
Begun on or about:
Florida
Counties o f Broward, Collier, Dade, and Monroe
Hurricane Andrew
August 2 4 ,  1992
State:
Areas affected:
Florida
Counties o f Baker, Clay, Duval, Hillsborough, Nassau, Pinellas, 
and Union
Type o f  disaster:
Begun on or about:
Severe storms, tornadoes and flooding
October 3 ,  1992
State:
Areas affected:
Type o f  disaster:
Begun on or about:
Georgia
Counties o f Carroll, Cherokee, Cobb, Greene, and Putnam 
Tornadoes, high winds, and heavy rain
November 2 2 ,  1992
State:
Areas affected:
Type o f disaster:
Begun on or about:
Guam
Territory  o f Guam
Typhoon Omar
August 2 8 ,  1992
State:
Areas affected:
Hawaii
Islands o f Hawaii, Kahoolawe, Kauai, Lanai, Maui, Molokai, and 
Oahu
Type o f disaster:
Begun on or about:
Hurricane Iniki
September 1 1 , 1992
State:
Areas affected:
Type o f  disaster:
Begun on or about:
Illinois
City o f Chicago
Flooding
April 1 3 , 1992
State:
Areas affected:
Indiana
Counties o f Clark, Jackson, Jefferson, Lawrence, Scott, and 
Washington
Type o f  disaster:
Begun on or about:
Severe storms and flooding
August 8-1 1 , 1992
State:
Areas affected:
Indiana
Counties o f Adams, Dearborn, DeKalb, Delaware, Franklin, 
Grant, Jefferson, LaPorte, Madison, Marion, Miami, Noble, Ohio, 
Porter, and Switzerland
Type o f  disaster:
Begun on or about:
Severe storms, tornadoes, and flooding
June 16 - July 2 3 ,  1992
State:
Areas affected:
Iowa
Counties o f Adams, Clarke, Decatur, Lucas, Madison, Monroe, 
Ringgold, Union, and Wayne
Type o f  disaster:
Begun on or about:
Severe storms and flooding
September 14-15, 1992
D - 2
State:
Areas affected:
Louisiana
Parishes o f Acadia, Allen, Ascension, Assumption, Avoyelles, 
Calcasieu, Cameron, East Baton Rouge, East Feliciana, 
Evangeline, Iberia, Iberville, Jefferson, Jefferson Davis, Lafayette, 
Lafourche, Livingston, Orleans, Plaquemines, Pointe Coupee, 
Rapides, St. Bernard, S t . Charles, S t  Helena, S t  James, S t  John
Type o f disaster:
Begun on or about:
the Baptist, S t. Landry, S t . Martin, S t . Mary, S t . Tammany, 
Tangipahoa, Terrebone, Vermilion, West Baton Rouge, West 
Feliciana, and Washington
Hurricane Andrew
August 2 6 ,  1992
State:
Areas affected:
Maine
Counties o f Androscoggin, Cumberland, Franklin, Kennebec, 
Knox, Oxford, Piscataquis, Somerset, Waldo, and York
Type o f  disaster:
Begun on or about:
Heavy rains, ice jams, and flooding
March 1 0 , 1992
State:
Areas affected:
Republic of the Marshall Islands
Island of Kili and the Atolls o f Ailinglaplap, Am o, Jaluit,
Type o f  disaster:
Begun on or about:
Majuro, and Mili
Tropical Storm Axel
January 6 ,  1992
State:
Areas affected:
Federated States of Micronesia
Island o f Pohnpei, Kosrae State, Mwoakilloa Atoll, and Pingelap 
Atoll
Type o f disaster:
Begun on or about:
Typhoon Axel
January 8 ,  1992
State:
Areas affected:
Federated States of Micronesia
Pulap, Tamatam, Puluwat, Houk (Pulusuk) in the Western 
Islands, Onoun (Ulul), Piherarh, Onari, Magur, Ono in 
Namonwuito Atoll, Murilo, Nomwin, Fananu, Ruo in the Hall
Type o f disaster:
Begun on or about:
Islands, and Fefan, Uman, Udot, Polle, Patta, Romalum, Tsis, 
Fono, Fanapanges, Eot, Parem, Pis-Paneu, and Etten in the 
Lagoon Islands o f Chuuk State
Drought
March 3 0 ,  1992
State:
Areas affected:
Minnesota
Counties o f Chippewa, Kandiyohi, Lac Qui Parle, Lyon, McLeod, 
Murray, Nobles, Redwood, Renville, Yellow Medicine, and
Type o f disaster:
Begun on or about:
Wright
Severe storms, flooding, and tornadoes
June 16-20, 1992
State:
Areas affected:
Type o f disaster:
Begun on or about:
Mississippi
Counties of Lauderdale, Sharkey, Washington, and Yalobusha 
Severe storms and tornadoes
March 9 -1 0 , 1992
D - 3
State:
Areas affected:
Mississippi
Counties o f Amite, Attala, Chickasaw, Choctaw, Copiah, 
Covington, Jasper, Jefferson Davis, Kemper, Lauderdale, Leake, 
Lincoln, Neshoba, Newton, Noxubee, Rankin, Scott, Simpson, 
Smith, Webster, and Wilkinson
Type o f  disaster:
Begun on or about:
Tornadoes, high winds, and severe storms
November 21-22 , 1992
State:
Areas affected:
Nebraska
Counties o f Jefferson, Johnson, Nemaha, Nuckolls, Otoe, Pawnee, 
Richardson, and Thayer
Type o f  disaster:
Begun on or about:
Severe storms and flooding
July 11-29, 1992
State:
Areas affected:
New Jersey
Counties of Atlantic, Cape May, Cumberland, Monmouth, and 
Ocean
Type o f  disaster:
Begun on or about:
Severe coastal storm
January 4 ,  1992
State:
Areas affected:
Type o f disaster:
Begun on or about:
New Mexico
County o f Lea
Severe thunderstorms, hail, and flooding
May 22-25 , 1992
State:
Areas affected:
Ohio
Counties o f Auglaize, Belmont, Columbiana, Cuyahoga, Erie, 
Fairfield, Franklin, Fulton, Geauga, Jefferson, Logan, Lorain, 
Lucas, Mahoning, Medina, Mercer, Ottawa, Portage, Ross,
Shelby, Summit, Trumbull, Van Wert, and Wood
Type o f disaster:
Begun on or about:
Severe storms, tornadoes, and flooding
July 1 2 , 1992
State:
Areas affected:
Commonwealth of Puerto Rico
Municipalities o f Adjuntas, Aguas Buenas, Aibonito, Arroyo, 
Barceloneta, Barranquitas, Caguas, Canovanas, Cayey, Cidra, 
Coamo, Comerio, Dorado, Fajardo, Guayama, Gurabo, Humacao, 
Jayuya, Juana Diaz, Lajas, Loiza, Luquillo, Maunabo, Naguabo, 
Naranjito, Orocovis, Patillas, Ponce, Salinas, San Lorenzo, Santa 
Isabel, Toa Baja, Utuado, Villalba, and Yabucoa
Type o f  disaster:
Begun on or about:
Severe storms and flooding
January 5 -6 , 1992
State:
Areas affected:
Type o f  disaster:
Begun on or about:
Rhode Island
Counties o f Providence and Washington
Water contamination
August 3 ,  1992 (continuing)
D - 4
State:
Areas affected:
South Dakota
Counties o f Brookings, Buffalo, Deuel, Hamlin, Harding,
Type o f  disaster:
Began on or about:
Kingsbury, Lyman, Miner, and Moody
Severe storms, tornadoes, and flooding
June 13-23, 1992
State:
Areas affected:
Texas
Counties of Anderson, Aransas, Austin, Bastrop, Bell, Bosque, 
Brazoria, Brazos, Brown, Burleson, Burnet, Calhoun, Callahan,
Type o f disaster:
Begun on or about:
Coleman, Comanche, Comal, Coryell, Dallas, DeWitt, Eastland, 
Fayette, Fort Bend, Freestone, Gillespie, Gonzales, Hamilton, 
Hays, Henderson, Hill, Hood, Houston, Johnson, Jones, Kerr, 
Lampasas, Leon, Liberty, Limestone, Llano, Madison, Mason, 
Matagorda, McLennan, Milam, Mills, Palo Pinto, Parker, Polk, 
Refugio, Robertson, San Jacinto, Schackelford, Somervell, 
Tarrant, Throckmorton, Travis, Trinity, Victoria, Walker, 
Wharton, Williamson, Wise, Young, and Zavala
Severe thunderstorms and flooding
December 2 0 ,  1991 to January 1 4 , 1992
State:
Areas affected:
Type o f  disaster:
Began on or about:
Texas
Counties of Harris, Liberty, and Tyler
Severe storms and flooding
March 4 ,  1992
State:
Areas affected:
Vermont
Counties o f Caledonia, Chittenden, Orange, Washington, and 
Windsor
Type o f disaster:
Began on or about:
Heavy rains, ice jams, and flooding
March 1 1 , 1992
State:
Areas affected:
Virginia
Counties of Albemarle, Amherst, Augusta, Bedford, Botetourt,
Type o f disaster:
Begun on or about:
Carroll, Craig, Floyd, Franklin, Greene, Montgomery, Nelson, 
Page, Patrick, Pittsylvania, Pulaski, Rapahannock, Roanoke, 
Rockbridge, Rockingham, and Warren; and the cities o f Buena 
Vista, Roanoke, Salem, Lexington, and Radford
Severe storms and flooding
April 21-22 , 1992
State:
Areas affected:
Type o f disaster:
Begun on or about:
Wisconsin
County o f Dane
Severe storms and tornadoes
June 1 7 , 1992
State:
Areas affected:
Size  o f  disaster:
Areas affected about:
Type o f disaster:
Begun on or about:
Wisconsin
County o f Waushara
Severe storms and tornadoes
August 2 9 ,  1992
D - 5
State:
Areas affected:
Type o f  disaster: 
Begun on or about:
Wisconsin
Counties o f Buffalo, Crawford, Jackson, Juneau, Pepin, Pierce, 
Richland, Sauk, Trempealeau, and Vernon 
Severe storms and flooding
September 14-24, 1992
D - 6
APPENDIX E
Federal Taxes
California Disasters Uncover Problems with Sections 165 and  1033
by Sharon Kreider
Californians have faced several cata­
strophic disasters in the past few years— 
not all of them in Sacramento. There have 
been earthquakes in both the north and 
the south, a firestorm in the Oakland Hills, 
and fires in Los Angeles during the riots. 
These disasters have pointed out several 
problems with Section 165 and Section 
1033 of the Internal Revenue Code. Many 
taxpayer complaints can’t  be fixed, while 
proposed legislation may be able to repair 
some others.
All taxpayers cry unfair when they 
suffer from the following situation: A tax­
payer has a basis of $50,000 in his personal 
residence when it is destroyed by an earth­
quake. Even though the fair m arket value 
of the house immediately before the casu­
alty was $400,000, the casualty loss deduc­
tion is limited to his basis, $50,000. F ur­
ther, if the taxpayer owed $300,000 on a 
loan secured by the house and the tax­
payer lost the house to foreclosure, there 
would be a $250,000 gain ($300,000- 
$50,000). This is logical and consistent in 
the law and unlikely to change, even if 
taxpayers feel the law is unfair.
The following are o ther disaster-re­
lated circumstances where the answers 
may not be quite so understandable to 
the CPA.
• Taxpayers receive a $40,000 lump 
sum settlem ent from their insurance com­
pany for additional living expenses result­
ing from the loss of their home in a fire. 
The insurance proceeds over the amount 
actually spent on qualified living expenses 
are taxable. The taxpayers are unable to 
replace their home for two years. When is 
the excess taxable, the year the insurance 
proceeds are received (year one) or the 
year the amount not spent can be deter­
mined (year two) or some prorated period 
between the years? N either the code nor 
the regulations address a situation where 
the insurance payment is allocable to ex­
penses to be incurred in another year, but 
according to an IRS “information le tter” 
issued by the San Francisco District on 
March 19, as a result of the Oakland 
Firestorm, the amount tha t exceeds the
taxpayers’ excess living expenses is tax­
able a t the end of the period for which it is 
received—year two. (An “information let­
te r” is described as a statem ent of a well- 
established interpretation of tax  law that 
is “advisory only and has no binding effect 
on the Service.”)
• A taxpayer receives $200,000 insur­
ance proceeds for fire damage to his house 
and $50,000 to replace personal property 
lost in the fire. The taxpayer reinvests in 
a new personal residence w ithin two 
years. Must he provide a schedule of per­
sonal property destroyed and a schedule 
of personal property purchased for re­
placement to show th a t he has complied 
with the Section 1033 “similar in use” 
rules? Can the taxpayer replace a stereo 
system with a big screen television? The 
IRS has indicated th a t it will not ordi­
narily require specific matching of gen­
eral home furnishings unless they  are 
item s of substantial value. Antiques, a r t­
work, jew elry and coins m ust be replaced 
item  for item. The taxpayer does have to 
spend a t least $50,000 on personal prop­
erty  replacement to defer any gain re ­
sulting from the disposition of the per­
sonal property. This is true  even if he 
would ra th er or m ust spend more than 
$200,000 to rebuild the house.
• Anna Maria Galdieri, chair of the 
Society’s Fire Crisis Committee, relates 
the following story: One taxpayer is fight­
ing the insurance company to get it to pay 
for new piers for his hillside home which 
was destroyed in the Oakland Firestorm . 
The insurance company refuses to pay 
because the old piers are still in the ground 
and undamaged, but the structural and 
soil engineers will not use the old piers 
because they don’t  have the original build­
ing plans. W hat is the taxpayer going to 
do? He will have to use part of his personal 
property settlement to rebuild. Since his 
settlem ent exceeded basis and since he 
did not reinvest a sufficient amount in 
similar-in-use personal property, he’ll have 
a taxable gain.
• Taxpayers had purchased a new per­
sonal residence but had not yet sold their
old residence when their old residence 
was destroyed by the fire. Section 1034 no 
longer applies. To defer the gain from the 
involuntary conversion of their old resi­
dence, they must purchase replacement 
property (house number three) following 
the rules of Section 1033.
• Taxpayers sold their personal resi­
dence for $400,000. They purchased a new 
personal residence for $350,000 and in­
tended to spend $75,000 to remodel the 
house within the two-year reinvestment 
period allowed by Section 1034. The new 
house was destroyed by the fire before 
the remodeling was complete. A taxable 
gain will result from the sale of the first 
house to the extent tha t the taxpayer did 
not reinvest in a $400,000 new home at the 
time of the fire.
•  A taxpayer’s business building was 
destroyed in an arson fire resulting from 
an inner-city riot. The owner is fully in­
sured and therefore is willing and able to 
rebuild the structure within the rein­
vestm ent period. However, building per­
mit delays result from extensive damage 
to city-owned sew er and w ater lines. 
Then the city decides to hold zoning hear­
ings on the suitability of businesses like 
the taxpayer’s in the area. Delays result­
ing from governm ent regulation may 
make it impossible for the taxpayer to 
comply with the time requirem ents of 
Section 1033.
Federal legislation to correct some of 
these problems and a few others has been 
proposed in HR 4707. Galdieri and her 
committee worked hard to have the op­
portunity for input into the legislation, 
and we have their persistence to thank for 
the San Francisco information le tter and 
its answers.
Is the proposed legislation revenue 
neutral? You can hope that Congress did 
not budget for “...extra tax resulting from 
boobytraps in the involuntary conversion 
rules in federal disaster areas.” ♦
Sharon Kreider is a partner in the ac­
counting firm  o f Kreider & Schmalz in 
Santa Clara.
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Nonbusiness Disaster, Casualty, Theft Loss APPENDIX F
Department of the Treasury 
Internal Revenue Service 
Catalog Number 15151M
Publication 584 
(Rev. Nov. 91)
Nonbusiness 
Disaster, 
Casualty, and 
Theft Loss 
Workbook
Introduction
This workbook is designed to help you figure your 
loss in the event of a disaster, casualty, or theft. It 
has worksheets and schedules to help you figure 
the loss to your home (nonbusiness real property) 
and its contents.
To help you figure your loss, the following 
schedules are included in this workbook:
•  Schedule 1, Summary of Contents of Residence,
•  Schedule 2, Loss on Nonbusiness Real Property,
•  Schedule 3, Loss on Cars, Vans, Trucks, and
Motorcycles, and
•  Summary, which combines all the 
schedules.
This publication does not cover many situations 
or explain how to treat a gain from a disaster or 
casualty. For more information, get Publication 
547, Nonbusiness Disasters, Casualties, and 
Thefts. For information on casualty losses to busi­
ness property, see Chapter 26 in Publication 334, 
Tax Guide for Small Business. For information on 
condemnations, see Publication 544, Sales and 
Other Dispositions of Assets.
Free Publications and Forms
If you need information on a subject not covered 
in this publication, you may check our other free 
publications. To order publications and forms, call 
our toll-free telephone number 1-800-829-3676  
(1-800-TAX-FORM) or write the IRS Forms Distri­
bution Center for your area as shown in the 
income tax package.
Losses
Generally, you may deduct losses to your home, 
household goods, and personal property on your 
federal income tax return. However, you may not 
deduct a casualty or theft loss that is covered by 
insurance unless you filed a timely insurance claim 
for reimbursement. Any reimbursement you 
receive will reduce the loss. If you did not file an 
insurance claim, you may deduct only the part of 
the loss not covered by insurance.
$100 rule. The first $100 of a casualty or theft 
loss to nonbusiness property is not allowable. A 
separate $100 reduction applies to each individual 
casualty. A disaster is usually treated as a single 
casualty and the $100 rule applies only once.
10% rule. You can deduct a casualty or theft 
loss to nonbusiness property only if your loss is 
more than 10% of your adjusted gross income 
(line 31, Form 1040). This rule applies after you 
have reduced the loss by any reimbursements and 
by $100. If you had more than one casualty or 
theft loss during the year, this 10% limit applies to 
the total of all your losses after each was 
reduced.
When your loss Is deductible. You may deduct 
your losses during the year on your income tax 
return for that year. However, you can choose to 
deduct federal disaster losses on your return for 
the year immediately before the year of the disas­
ter if the President has declared your area a fed­
eral disaster area.
If you want to deduct your casualty loss in the 
preceding year, you must file:
•  A return (Form 1040),
•  An amended return (Form 1040X), or
•  A claim for a refund.
town, county, and state where the damaged or 
destroyed property was located.
How to  rep o rt Use the following form to report 
your casualty losses.
Form 4684, Casualties and Thefts, and Sched­
ule A (Form 1040), Itemized Deductions, must be 
used to report your casualty or theft loss. These 
forms must be attached to your return or amended 
return when you claim the loss. For a disaster or 
casualty where many different items are damaged 
or destroyed, you can use copies of the 
worksheets in this publication to list those items 
and the loss on them. The totals from the 
worksheets are entered on Schedule 1 (in this 
publication) on page 20, and on the appropriate 
lines on Form 4684.
You should make a list of all lost, damaged, or 
destroyed items as soon after the disaster or cas­
ualty as possible.
Establishing the amount of your loss may be dif­
ficult, but the time you spend documenting your 
loss may mean a great deal to you in reducing 
your tax.
Amount o f loss. To determine the amount of 
your loss, you must know the adjusted basis of the 
property, and its fair market value (FMV) immedi­
ately before and immediately after the disaster or 
casualty. If you bought the property, your basis is 
usually its cost. If you acquired it in any other way, 
your basis is determined as discussed in 
Publication 551, Basis o f Assets.
FMV is the price for which you could sell your 
property to a willing buyer, when neither of you 
has to sell or buy and both of you know all the rel­
evant facts.
A casualty or theft loss is generally the lesser of 
the following two amounts:
1) The decrease in FMV of the property as a 
result of the casualty or theft, or
2) Your adjusted basis in the property before the 
casualty or theft.
The decrease in FMV is the difference between 
the property’s value immediately before and 
immediately after the casualty or theft.
Personal property. If your personal property 
(such as furniture or clothing) is stolen, damaged, 
or destroyed, you must figure your loss separately 
for each item of property.
Real property. In figuring a loss to real estate 
that you own for personal use, all improvements, 
such as buildings and trees, are considered 
together. The entire piece of real estate is consid­
ered one item.
Real and personal property. When a loss 
involves both real and personal property, you must 
figure your loss separately for each type of prop­
erty and subtract $100 from the total loss. Then, 
to figure your casualty loss deduction, subtract 
10% of your adjusted gross income from the total 
of all your losses for the year.
You must add a signed statement saying that 
you choose to deduct your loss in the preceding 
year. The statement can be made on the return or 
filed with the return. The statement should specify 
the date or dates of the disaster and the city,
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Nonbusiness Disaster, Casualty, Theft Loss
Entrance Hall
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Chairs
Clock
Curtains
Draperies
Lamps
Mirrors
Pictures
Rugs
Tables
Umbrella stands
Wall fixtures
Total (enter on Schedule 1, page 20) $
2
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Nonbusiness Disaster, Casualty, Theft Loss
Living Room
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Accessories
Blinds
Bookcases
Books
Chairs
Chests
Clocks
Coffee table
Curtains
Desk
Draperies
Fireplace hardware
Lamps
Magazine rack
Mirrors
Piano
Pictures
Pillows
Radio
Rugs & pads
Shades
Shutters
Sofa
Stereo
Television
Wall fixtures
Total (enter on Schedule 1, page 20) 8
3
F - 3
Nonbusiness Disaster, Casualty, Theft Loss
Dining Room
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease
In fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Buffet
Chairs
China cabinet
Chinaware
Crystal
Curtains
Draperies
Glassware
Mirrors
Pictures
Rugs & pads
Silver flatware
Silver tea set
Silver items
Table
Tea cart
Wall fixtures
Total (enter on Schedule 1, page 20) 8
4
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Kitchen
Nonbusiness Disaster, Casualty, Theft Loss
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease 
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Blender
Broiler
Canned goods
Can opener
Clock
Coffee maker
Curtains
Cutlery
Dishes
Dishwasher
Food processor
Freezer
Frozen food
Glassware
Ice crusher
Microwave oven
Mixer
Pots and pans
Radio
Refrigerator
Stove
Table and chairs
Telephone
Toaster
Trash compactor
Utensils
Wall accessories
Total (enter on Schedule 1, page 20)
$
5
F - 5
Den
Nonbusiness D isaster, C asualty , T h e ft Loss
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease
In fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Bookcase
Books
Chairs
Computer
Clock
Curtains
Desk
Draperies
Lamps
Mirrors
Pictures
Pillows
Radio
Records
Rugs & pads
Telephone
Sofa
Stereo
Tables
Tape recorder
Television
Total (enter on Schedule 1, page 20)
$6
F - 6
Nonbusiness Disaster, Casualty, Theft Loss
Bedrooms
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Bed covers
Beds
Bedside tables
Bureaus
Chairs
Chests
Clocks
Clothes hamper
Desks
Dresser
Jewelry box
Lamps
Linens
Mirrors
Pictures
Radio
Rugs & pads
Telephone
Television
Total (enter on Schedule 1, page 20) 8
7
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Nonbusiness Disaster, Casualty, Theft Loss
Bathrooms
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(8)
Fair market 
value after 
casualty
(7)
Decrease
In fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Bath mats
Clothes hamper
Curtains
Hair dryers
Linens
Mirrors
Pictures
Razor
Scales
Towel rack
Wall fixtures
Total (enter on Schedule 1, page 20) 8
8
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Recreation Room
Nonbusiness Disaster, Casualty, Theft Loss
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease
In fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Billiard table
Books
Card table
Chairs
Clocks
Curtains
Games
Lamps
Pictures
Ping Pong table
Pool table
Radio
Records
Rugs
Sofa
Stereo
Tables
Television
Video recorder
Total (enter on Schedule 1, page 20)
$
9
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Laundry and Basement
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease 
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Chairs
Dryer
Electric iron
Food freezer
Ironing board
Ladder
Luggage
Tables
Tools
Tubs
Washing machine
Work bench
Total (enter on Schedule 1, page 20) $
10
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Garage
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(8)
Fair market 
value after 
casualty
(7)
Decrease
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Bicycles
Garden hose
Garden tools
Hedger
Ladder
Lawn mower
Snow plow
Sprayer
Spreader
Tiller
Tools
Wheelbarrow
Total (enter on Schedule 1, page 20)
$
11
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Sporting Equipment
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Boat & motor
Cameras
Camping equipment
Field glasses
Fishing tackle
Golf clubs
Guns
Lawn games
Projectors
Tennis rackets
Total (enter on Schedule 1, page 20)
$
12
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Men’s Clothing
Nonbusiness Disaster, Casualty, Theft Loss
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Belts
Boots
Gloves
Handkerchiefs
Hats
Overcoats
Raincoats
Shirts
Shoes
Shorts
Slacks
Socks
Sport jackets
Suits
Sweaters
Ties
Underwear
Total (enter on Schedule 1, page 20)
$
13
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Nonbusiness Disaster, Casualty, Theft Loss
Women’s Clothing
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease 
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Belts
Blouses
Boots
Coats
Dresses
Furs
Gloves
Hats
Hosiery
Jackets
Lingerie
Scarves
Shirts
Shoes
Skirts
Slacks
Suits
Sweaters
Total (enter on Schedule 1, page 20)
$
14
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Nonbusiness Disaster, Casualty, Theft Loss
Children’s Clothing
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease 
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Blouses
Boots
Coats
Dresses
Gloves
Hats
Shirts
Shoes
Skirts
Slacks
Socks
Sport jackets
Stockings
Suits
Sweaters
Underwear
Total (enter on Schedule 1, page 20) $
15
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Nonbusiness Disaster, Casualty, Theft Loss
Jewelry
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease 
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Bracelets
Brooches
Earrings
Engagement ring
Necklaces
Pins
Rings
Studs
Watches
Wedding rings
Total (enter on Schedule 1, page 20)
$
16
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Electrical Appliances
(1)
Item
(2)
No. Of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease 
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Air conditioner
Blankets
Dehumidifier
Fans
Floor polisher
Grill
Heating pad
Humidifier
Sewing machine
Sun lamp
Vacuum cleaner
Total (enter on Schedule 1, page 20) $
17
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Nonbusiness Disaster, Casualty, Theft Loss
Linens
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease 
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Bath mats
Bedspreads
Blankets
Comforters
Mattress pads
Napkins
Pillows
Pillowcases
Placemats
Quilts
Sheets
Tablecloths
Towels
Washcloths
Total (enter on Schedule 1, page 20) 8
18
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Nonbusiness Disaster, Casualty, Theft Loss
Miscellaneous
(1)
Item
(2)
No. of 
Items
(3)
Date
acquired
(4)
Cost or 
Other Basis
(5)
Fair market 
value before 
casualty
(6)
Fair market 
value after 
casualty
(7)
Decrease 
in fair 
market 
value
(8)
Smaller of 
Column (4) 
or Column 
(7)
Barbecue
Lawn furniture
Musical instruments
Outdoor shed
Picnic set
Porch furniture
Swing set
Toys
Total (enter on Schedule 1, page 20)
$
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Nonbusiness Disaster, Casualty, Theft Loss
Schedule 1
Summary of Contents of Residence
Worksheet Totals from column 8, pages 2 to 19
Entrance hall $
Living room
Dining room
Kitchen
Den
Bedrooms
Bathrooms
Recreation room
Laundry and basement
Garage
Sporting equipment
Men’s clothing
Women’s clothing
Children’s clothing
Jewelry
Electrical appliances
Linens
Miscellaneous
Total loss on contents (Enter on Summary, page 23) $
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S ch e d u le  2
Loss on Nonbusiness Real Property
Description of property (Show location and date acquired).
1) Basis of property damaged or destroyed
$
2) Minus:
Deferred gain on sale of previous residence $
Prior casualty losses ---------------------------
Any other reduction to basis --------------------------- £
3) Plus:
Permanent improvements made—  
Aluminum siding 
Central air conditioning 
Fence
Heating system 
Landscaping 
Remodeling 
Roof
Wall to wall carpeting
4) Adjusted basis
5) Fair market value of property before casualty or 
disaster
6) Minus:
Fair market value of property after casualty or 
disaster
7) Decrease in fair market value
8) Loss on nonbusiness real property—
Lesser of line 4 or line 7 (Enter on Summary, page 23)
£
£
£
£
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Nonbusiness Disaster, Casualty, Theft Loss
Schedule 3
Loss on cars, vans, trucks, and motorcycles
Vehicle #  1
Description of vehicle (Show kind, make, model, and date acquired)_________________________________________ __________
1) Basis $
2) Fair market value before casualty or
disaster $_______________
3) Minus fair market value after casualty
or disaster ________________
4) Decrease in fair market value $
5) Loss on vehicle— Lesser of line 1 or line 4 $_______________
Vehicle # 2
Description of vehicle (Show kind, make, model, and date acquired)____________________________________________________
1) Basis $
2) Fair market value before casualty or
disaster $
3) Minus fair market value after casualty
or disaster  
$
4) Decrease in fair market value -
5) Loss on vehicle— Lesser of line 1 or line 4
6) Total loss on cars, vans, trucks, and 
motorcycles
(Enter on Summary, page 23)
22
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Nonbusiness Disaster, Casualty, Theft Loss
Summary
1) Loss on contents of residence 
(Schedule 1 on page 20)
2) Loss on nonbusiness real property 
(Schedule 2 on page 21)
3) Loss on cars, vans, trucks, and motorcycles 
(Schedule 3 on page 22)
4) Total
5) Minus actual or expected reimbursement, 
including insurance:
Residence
Contents of residence
Cars, vans, trucks, and motorcycles
Other
6) Loss not reimbursed
7) Minus $100 (This applies to each disaster, casualty, or theft.)*
8) Loss after $100 rule (Use Form 4684 to report your loss.)
‘ Losses on property used in business or for investment are figured differently and are not reduced by $100. 
For information on business or investment losses, see Publication 334, Tax Guide for Small Business. For 
information on condemnations, see Publication 544, Sales and Other Dispositions of Assets.
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List of Tax Publications for Individuals
General Guides
1 ..............  Your Rights as a Taxpayer
1 7 ............ Your Federal Income Tax
2 2 5 ......... Farmer's Tax Guide
334 ......... Tax Guide for Small Business
5 0 9 ......... Tax Calendars for 1992
5 5 3 ......... Highlights of 1991 Tax Changes
5 9 5 ......... Tax Guide for Commercial Fishermen
9 1 0 ......... Guide to Free Tax Services
Specialized Publications
3 ............... Tax Information for Military Personnel
(Including Reservists Called to Active
Duty)
4 ............... Student’s Guide to Federal Income Tax
5 4 ............ Tax Guide for U.S. Citizens and
Resident Aliens Abroad
3 7 8 ......... Fuel Tax Credits and Refunds
4 4 8 ......... Federal Estate and Gift Taxes
4 6 3 ......... Travel. Entertainment, and Gift
Expenses
501 ......... Exemptions. Standard Deduction, and
Filing Information
502 ......... Medical and Dental Expenses
503 ......... Child and Dependent Care Expenses
504 ......... Tax Information for Divorced or
Separated Individuals
505 ......... Tax Withholding and Estimated Tax
5 0 8 ......... Educational Expenses
513 ......... Tax Information for Visitors to the
United States
514 ......... Foreign Tax Credit for Individuals
515 ......... Withholding of Tax on Nonresident Aliens
and Foreign Corporations
516 .........Tax Information for U.S. Government
Civilian Employees Stationed Abroad
517 ......... Social Security for Members of the
Clergy and Religious Workers
519 ......... U.S Tax Guide for Aliens
520 ......... Scholarships and Fellowships
521 ......... Moving Expenses
523 .........Tax Information on Selling Your Home
524 ......... Credit for the Elderly or the Disabled
525 ......... Taxable and Nontaxable Income
526 ......... Charitable Contributions
527 ......... Residential Rental Property
529 ......... Miscellaneous Deductions
530 ......... Tax Information for Homeowners
(Including Owners of Condominiums and 
Cooperative Apartments)
531 ......... Reporting Income From Tips
533 ......... Self-Employment Tax
534 ......... Depreciation
5 3 7 ......... Installment Sales
5 4 1 ......... Tax Information on Partnerships
5 4 4 ......... Sales and Other Dispositions of Assets
5 4 7 ......... Nonbusiness Disasters. Casualties, and
Thefts
550 ......... Investment Income and Expenses
551 ......... Basis of Assets
552 ......... Recordkeeping for Individuals
554 ......... Tax Information for Older Americans
555 .........  Federal Tax Information on Community
Property
556 ......... Examination of Returns, Appeal Rights,
and Claims for Refund
559 ......... Tax Information for Survivors, Executors,
and Administrators
560 ......... Retirement Plans for the Self-Employed
561 ......... Determining the Value of Donated
Property
5 6 4 ......... Mutual Fund Distributions
570 ......... Tax Guide for Individuals with Income
from U.S. Possessions
571 ......... Tax-Sheltered Annuity Programs tar
Employees of Public Schools and 
Certain Tax-Exempt Organizations
5 7 5 ......... Pension and Annuity Income (Including
Simplified General Rule)
5 8 4 ......... Nonbusiness Disaster, Casualty, and
Theft Loss Workbook
5 8 6 A ......  The Collection Process (Income Tax
Accounts)
5 8 7 ......... Business Use of Your Home
5 9 0 .........  Individual Retirement Arrangements
(IRAs)
5 9 3 ......... Tax Highlights for U.S. Citizens
and Residents Going Abroad
596 ......... Earned Income Credit
597 ......... Information on the United States-
Canada Income Tax Treaty
7 2 1 ......... Tax Guide to U.S. Civil Service
Retirement Benefits
9 0 1 ......... U.S. Tax Treaties
907 ......... Tax Information for Persons with
Handicaps or Disabilities
908 ......... Bankruptcy and Other Debt
Cancellati on
909 ......... Alternative Minimum Tax for Individuals
9 1 1 .........Tax Information for Direct Sellers
9 1 5 .........Social Security Benefits and Equivalent
Railroad Retirement Benefits
9 1 7 .........Business Use of a  Car
9 1 9 ......... Is My W ithholding Correct for 19927
925 ......... Passive Activity and At-Risk Rules
926 ......... Employment Taxes for Household
Employers
9 2 9 .........Tax Rules for Children and Dependants
9 3 6 ......... Home Mortgage Interest Deduction
9 3 8 ......... Real Estate Mortgage Investment Conduits
(REMICs) Reporting Information
945 .........Tax Information for Those Affected by
Operation Desert Storm
946 ......... How To Begin Depreciating Your Property
1244.......  Employee’s Daily Record of Tips
(Form 4070-A) and Employee’s Report 
of Tips to Employer (Form 4070)
1544....... Reporting Cash Payments of Over
$10,000
Spanish Language Publications
1 S ............ Derechos del Contribuyente
5 5 6 S ......  Revision de las Declaracio n e s  de
Impuesto, Derecho de Apeiación  y 
Reclamaciones de Reembolsos
5 7 9 S ......Cómo Preparar la Declaración de
Impuesto Federal
5 8 6 S ......  Proceso de Cobro (Deudas del Impuesto
Sobre Ingreso)
8 5 0 ......... English-Spanish Glossary of Words
and Phrases Used in Publications Issued 
by the Internal Revenue Service
☆ U.S. G O VERN M ENT PRINTING  O FFICE: 1992 282-015/40011
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Important Reminder
Insurance reim bursem ent If you have insur­
ance that covers your casualty or theft loss, 
you must file a timely insurance claim for reim­
bursement Otherwise, you cannot deduct the 
loss. However, the portion of the loss that 
would not usually be covered by insurance (for 
example, a deductible) could be deducted. 
See Insurance and Other Reimbursements.
Introduction
This publication explains how to treat casualty 
and theft losses for tax purposes when the 
losses are not business related. You have a  
casualty loss if you suffer damage to your 
property as a result of disasters such as hurri­
canes, fires, car accidents, and similar events. 
You have a theft loss if someone steals your 
property. You may be able to deduct the loss if 
you file Form 1040 and itemize your deduc­
tions on Schedule A (Form 1040).
When determining your deductible loss, cer­
tain limits apply. See Deduction Limits, later.
Useful Items
You may want to see:
Publication
□  525 Taxable and Nontaxable Income
□  550 Investment Income and Expenses
□  551 Basis of Assets
□  584 Nonbusiness Disaster, Casualty, 
and Theft Loss Workbook
Form (and Instructions)
□  Schedule A (Form 1040) Itemized 
Deductions
□  Schedule D (Form 1040) Capital 
Gains and Losses
□  4684 Casualties and Thefts
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Other sources of information. For informa­
tion on a casualty, theft, or condemnation con­
cerning business or income-producing prop­
erty, see Chapter 26 in Publication 334, Tax 
Guide for Small Business. For information on a 
condemnation of your home, see Involuntary 
Conversions in Publication 544, Sales and 
Other Dispositions of Assets. Also see Con­
demnation under Old Home in Publication 
523, Selling Your Home.
Publication 584, Nonbusiness Disaster, 
Casualty, and Theft Loss Workbook, is availa­
ble to help you make a list of your damaged 
goods and figure your loss. That publication 
can serve as an inventory of your personal 
goods. It includes schedules to help you figure 
the loss on your home and its contents, and 
your motor vehicles.
Ordering publications and forms. To order 
free publications and forms, call our toll-free 
te le p h o n e  num ber 1-800-TA X -FO R M  
(1-800-829-3676). You can also write to the 
IRS Forms Distribution Center nearest you. 
Check your income tax package for the ad­
dress.
Loss on Deposits
A loss on deposits can occur when a bank, 
credit union, or other financial institution be­
comes insolvent or bankrupt. If you incurred 
such a loss, you may be able to deduct the 
loss in one of three ways:
1) As a nonbusiness bad debt,
2) As a casualty loss, or
3) As an ordinary loss.
Note. You cannot choose (2) or (3) if you 
own at least 1 % of the financial institution, are 
an officer of the financial institution, or are re­
lated to that owner or officer.
Choice of Loss Deduction
If you qualify to choose the kind of deduction 
as explained above, the following information 
may help you choose the one best for you.
Nonbusiness bad debt. A nonbusiness bad 
debt is deducted as a short-term capital loss 
on Schedule D (Form 1040). The capital loss 
that can be deducted after offsetting capital 
gains is limited to $3,000 ($1,500 if married fil­
ing separately) for each year. For more details, 
see Nonbusiness Bad Debts, in Publication
550.
Casualty loss. A casualty loss deduction has 
no maximum limit. But in figuring the deduc­
tion, you must reduce the loss by $100 and 
your total losses by 10% of adjusted gross in­
come, as explained later. You must itemize de­
ductions on Schedule A (Form 1040).
Ordinary loss. An ordinary loss deduction for 
a loss on deposits at a particular financial insti­
tution is limited to $20,000 ($10,000 if married 
filing separately) reduced by any expected
state insurance proceeds. Further, the deduc­
tion is taken as a miscellaneous itemized de­
duction on Schedule A (Form 1040) and is 
subject to the 2% of adjusted gross income 
limit for that year. See Publication 529, Miscel­
laneous Deductions, for information on this 
limit.
Note. You cannot choose the ordinary loss 
deduction if any part of the deposits related to 
the  loss is fe d e ra lly  In su red  (exam ­
ple—FDIC).
When to Choose
You can choose to deduct a loss on deposits 
as a casualty or as an ordinary loss for any 
year in which you can reasonably estimate 
how much of your deposits you have lost in an 
insolvent or bankrupt financial institution. The 
choice generally is made on the return you 
filed for that year. Once you treat the loss  as a 
casualty or ordinary loss, you cannot treat the 
same amount of the loss as a nonbusiness 
bad debt when it actually becomes worthless. 
Also, the choice applies to all your losses on 
deposits for the year in the particular financial 
institution.
If you do not make a choice, you must wait 
until the actual loss is determined before you 
can deduct the loss as a nonbusiness bad 
debt. Once you make the choice, you cannot 
change it without permission from the Internal 
Revenue Service.
How to Report
The kind of deduction you choose for your loss 
on deposits determines how you report your 
loss.
•  Nonbusiness bad debt—report on Sched­
ule D (Form 1040), Part I, line 1d.
•  Casualty loss—report on Form 4684 first 
and then on Schedule A (Form 1040), line 
17.
• Ordinary loss— report on Schedule A (Form 
1040), line 20.
Deducted Loss Recovered
If you recover an amount you deducted as a 
loss in an earlier year, you may have to include 
the amount recovered in your income for the 
year of recovery. If any part of the original de­
duction did not reduce your tax in the earlier 
year, you do not have to include that part of 
the recovery in your income. For more infor­
mation, see Recoveries in Publication 525.
Casualty
A casualty is the damage, destruction, or loss 
of property resulting from an identifiable event 
that is sudden, unexpected, or unusual.
• A sudden event is one that is swift, not 
gradual or progressive.
• An unexpected event is one that is ordina­
rily unanticipated and unintended.
• An unusual event is one that is not a day- 
to-day occurrence and that is not typical of 
the activity in which you were engaged.
A casualty can also include a government- 
ordered demolition or relocation of a home un­
safe to use because of a disaster. See Disas­
ter Area Losses, later.
Casualty losses. Deductible casualty losses 
may result from a number of different causes, 
including:
Earthquakes
Hurricanes
Tornadoes
Floods
Storms
Volcanic eruptions
Shipwrecks
Mine cave-ins
Sonic booms
Vandalism
Fires. If you set the fire, you cannot deduct 
the resulting loss.
Car accidents. The loss from an accident 
to your car is not a casualty loss if your 
willful negligence or willful act caused the 
accident. The same is true if the willful 
act or willful negligence of someone act­
ing for you caused the accident.
Other accidents. A loss due to accidental 
breakage of china or glassware under 
normal conditions is not a casualty loss. 
Neither is a loss due to damage done by 
a family pet.
Nondeductible losses. There is no casualty 
loss deduction if the damage or destruction is 
caused by:
Termites or moths.
Disease, Insects, etc. The damage or de­
struction of trees, shrubs, or other plants 
by a fungus, disease, insects, worms, or 
similar pests is not a deductible casualty 
loss. But a sudden, unexpected, or unu­
sual infestation by beetles or other in­
sects may result in a casualty loss. If a 
storm, flood, or fire damages trees and 
shrubs, the loss is a casualty.
Progressive deterioration. If a steadily 
operating cause or a normal process 
damages your property, it is not consid­
ered a casualty. Thus, the steady weak­
ening of a building due to normal wind 
and weather conditions is not a casualty. 
The rust and water damage to rugs and 
drapes caused by the bursting of a water 
heater qualifies as a casualty. The deteri­
oration and damage to the water heater 
itself does not qualify.
Drought. When drought causes damage 
through progressive deterioration, it is 
not a sudden event.
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Theft
A theft is the unlawful taking and removing of 
money or property with the intent to deprive 
the owner of it. It includes, but it is not limited 
to, larceny, robbery, and embezzlement.
If money or property is taken as the result of 
extortion, kidnapping, threats, or blackmail, it 
may also be a theft. In these instances, you 
need only show that the taking of your prop­
erty was illegal under the law of the state 
where it occurred, and that it was done with 
criminal intent.
Mislaid or lost property. The mere disap­
pearance of money or property is not a theft. 
However, an accidental loss or disappearance 
of property may qualify as a casualty, if it re­
sults from an identifiable event that is sudden, 
unexpected, and unusual.
Example. A car door is acc identa lly  
slammed on your hand, breaking the setting of 
your diamond ring. The diamond falls from the 
ring and is never found. The loss of the dia­
mond is a casualty.
Proof of Loss
To take a deduction for a casualty or theft loss, 
you must be able to show that there was a cas­
ualty or theft. You also must be able to support 
the amount you take as a deduction.
F or a casualty loss, you should be able to 
show:
•  The type of casualty (car accident, fire, 
storm, etc.) and when it occurred,
• That the loss was a direct result of the cas­
ualty, and
• That you were the owner of the property, or 
if you leased the property from someone 
else, that you were contractually liable to 
the owner for the damage.
For a theft loss, you should be able to 
show:
• When you discovered that your property 
was missing,
•  That your property was stolen, and
•  That you were the owner of the property.
Figuring a Loss
To determine your deduction for a casualty or 
theft loss, you must first figure your loss, and 
then figure any limits on the amount of loss 
you may deduct. You may want to use Publica­
tion 584 to help you make a list of your dam­
aged goods.
Amount of loss. Figure your casualty or 
theft loss by subtracting any insurance or 
other reimbursement you receive or expect to 
receive from the smaller of the following two 
amounts:
1) The decrease in fair market value of the 
property as a result of the casualty or 
theft, or
2) Your adjusted basis in the property 
before the casualty or theft.
The decrease in fair market value is the dif­
ference between the property’s value immedi­
ately before and immediately after the casu­
alty or theft.
Fair market value (FMV). FMV is the price 
for which you could sell your property to a will­
ing buyer, when neither of you has to sell or 
buy and both of you know all the relevant 
facts.
Adjusted basis. Adjusted basis is your ba­
sis (usually cost) increased or decreased by 
various events, such as improvements and 
casualty losses. See Basis, later.
Theft. The FMV of property immediately af­
ter a theft is considered to be zero, since you 
no longer have the property. Figure your theft 
loss using the smaller of the stolen property’s 
FMV or adjusted basis.
Example. Several years ago, you pur­
chased silver dollars at face value for $150. 
This is your adjusted basis in the property. 
Your silver dollars were stolen this year. The 
FMV of the coins was $1,000 when stolen, and 
insurance did not cover them. Your theft loss 
is $150.
The cost o f protection. The cost of pro­
tecting your property against a casualty or 
theft is not part of a casualty or theft loss. 
What you spend on insurance or to board up 
your house against a storm is not part of your 
loss. These expenses are deductible only by 
businesses as business expenses.
If you make permanent improvements to 
your property to protect it against a casualty or 
theft, add the cost of these improvements to 
your basis in the property. An example would 
be the cost of a dike to prevent flooding.
Related expenses. The incidental ex­
penses due to a casualty or theft, such as ex­
penses for the treatment of personal injuries, 
for temporary housing, or for a rental car, are 
not part of your casualty or theft loss.
Repair and replacement costs. The cost 
of repairing damaged property or replacing 
stolen or destroyed property is not part of a 
casualty or theft loss. Neither is the cost of 
cleaning up after a casualty. See Indication of 
decrease in FMV, later.
Example. You bought a new chair 4 years 
ago for $300. In April, a fire destroyed the 
chair. You estimate that it would cost $500 to 
replace it. If you had sold the chair before the 
fire, you estimate that you could have received 
only $100 for it because it was 4 years old. The 
chair was not insured. Your loss is $100, the 
FMV of the chair before the fire. It is not $500, 
the replacement value.
Recovered property. If you get your sto­
len property back, your loss is measured like a 
casualty loss from vandalism. That is, you 
must consider the actual FMV of the property 
when you get it back. Your loss is the smaller 
of:
• The decrease in the FMV of the property 
from the time it was stolen until the time it is 
recovered, or
•  Your adjusted basis in the property.
Leased property. If you are liable for casu­
alty damage to property you lease, your loss is 
the amount you must pay to repair the prop­
erty.
Business or Income-producing property.
If you have business or income-producing 
property, such as rental property, and it is 
completely destroyed or lost because of a 
casualty or theft, your loss is:
Your adjusted basis in the property
MINUS
Any salvage value
MINUS
Any insurance or other reimbursement 
you receive or expect to receive
The decrease in FMV is not considered. See 
Chapter 26 in Publication 334.
Separate computations. Generally, if a sin­
gle casualty or theft involves more than one 
item of property, you must figure the loss on 
each item separately. Then combine the 
losses to determine the total loss from that 
casualty or theft.
Exception for real property. In figuring a 
casualty loss on nonbusiness real property, 
the entire property (including any improve­
ments, such as buildings, trees, and shrubs) is 
treated as one item. Figure the loss using the 
smaller of:
• The decrease in FMV of the entire property, 
or
• The adjusted basis of the entire property.
See the discussion for real property under 
Figuring the Deduction, later.
Decrease in
Fair Market Value
To figure the decrease in FMV because of a 
casualty or theft, you must make a determina­
tion of the actual price you could have sold 
your property for immediately before and im­
mediately after the loss. An appraisal is the 
best way to make this determination.
Items not to be considered. You generally 
should not consider the following items when 
attempting to establish the FMV of your prop­
erty.
Sentimental value. Do not consider senti­
mental value when determining your loss. If a 
family portrait, heirloom, or keepsake is dam­
aged, destroyed, or stolen, you must base 
your loss only on its actual market value.
General decline In market value. A de­
crease in the value of your property because it 
is in or near an area that suffered a casualty, 
or that might again suffer a casualty, is not to 
be taken into consideration. You have a loss 
only for actual casualty damage to your prop­
erty. However, if your home is in a federally 
declared disaster area, see Disaster Area 
Losses, later.
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Indication of decrease in FMV. You can
use the cost of cleaning up or of making re­
pairs after a casualty as a measure of the de­
crease in FMV if you meet all the following 
conditions.
1) The repairs are necessary to bring the 
property back to its condition before the 
casualty.
2) The amount spent for repairs is not ex­
cessive.
3) The repairs take care of the damage 
only.
4) The value of the property after the re­
pairs is not, due to the repairs, more than 
the value of the property before the cas­
ualty.
Restoration of landscaping. The cost of 
restoring landscaping to its original condition 
after a casualty may indicate the decrease in 
FMV. You may be able to measure your loss 
by what you spend on the following:
1) Removing destroyed or damaged trees 
and shrubs, minus any salvage you re­
ceive,
2) Pruning and other measures taken to 
preserve damaged trees and shrubs, and
3) Replanting necessary to restore the 
property to its approximate value before 
the casualty.
Sources of information. It is often difficult to 
value your property before and after the casu­
alty or theft. The following sources will be 
helpful in establishing these values.
Photographs. Photographs taken after a 
casualty will be helpful in establishing the con­
dition and value of the property after it was 
damaged. Photographs showing the condition 
of the property after it was repaired, restored, 
or replaced may also be helpful.
The cost of photographs obtained for this 
purpose is not a part of the loss. You can 
claim this cost as a miscellaneous deduction 
subject to the 2% of adjusted gross income 
limit on line 20, Schedule A (Form 1040). The 
cost of the photographs is an expense in de­
termining your tax liability. See Publication 
529.
Cars. Books issued by various automobile 
organizations may be useful in figuring the 
value of your car, if your car is listed in the 
books. You can use the books’ retail values 
and modify them by factors such as the mile­
age and condition of your car to figure its 
value. The prices are not “ official," but they 
may be useful in determining value and sug­
gesting relative prices for comparison with 
current sales and offerings in your area. If your 
car is not listed in the books, you determine its 
value from other sources. A dealer’s offer for 
your car as a trade-in on a new car is not usu­
ally a measure of its true value.
Appraisals. The difference between the FMV 
of the property immediately before a casualty 
or theft and immediately afterwards should be 
determined by a competent appraiser. The 
appraiser must recognize the effects of any
general market decline that may occur along 
with the casualty. This is necessary so that 
any deduction is limited to the actual loss re­
sulting from damage to the property.
The appraiser should be reliable and exper­
ienced. Several factors are important in evalu­
ating the accuracy of an appraisal, including 
the appraiser’s:
• Familiarity with your property before and af­
ter the casualty or theft,
• Knowledge of sales of comparable prop­
erty in the area,
• Knowledge of conditions in the area of the 
casualty, and
• Method of appraisal.
Appraisal fees. You can deduct your ap­
praisal fees as a miscellaneous deduction 
subject to the 2% of adjusted gross income 
limit on Schedule A (Form 1040), line 20. The 
appraisal fee is an expense in determining 
your tax liability. It is not a part of the casualty 
loss. See Publication 529.
R ecords . It is im portant tha t you have 
records that will prove your deduction. If you 
do not have the actual records to support your 
deduction, you can use other satisfactory evi­
dence that is sufficient to establish your de­
duction.
Basis
Basis is the measure of your investment in the 
property you own. For property you buy, your 
basis is usually its cost to you. For property 
you acquire in some other way, such as inher­
iting it, receiving it as a gift, or getting it in a 
tax-free exchange, you must figure your basis 
in another way, as explained in Publication
551.
While you own the property, various events 
may take place that change your basis. Some 
events, such as additions or permanent im­
provements to the property, increase basis. 
Others, such as earlier casualty losses and 
depreciation deductions, decrease basis. 
When you add the increases to the basis and 
subtract the decreases from the basis, the re­
sult is your adjusted basis. Get Publication 
551 for more information on figuring the basis 
of your property.
Insurance and
Other Reimbursements
If your property is covered by insurance, you 
should file a timely insurance claim for reim­
bursement of a loss. Otherwise, you cannot 
deduct this loss as a casualty or theft loss. 
The portion of the loss usually not covered by 
insurance (for example, a deductible) is not 
subject to this rule.
Example. You have a car insurance policy 
with a $500 deductible. Because your insur­
ance did not cover the first $500 of an auto 
collision, the $500 would be deductible (sub­
ject to the $100 and 10% rules discussed 
later). This is true, even if you do not file an in­
surance claim because your insurance policy 
would never have reimbursed you for it.
Reduction of loss. If you receive insurance 
or another type of reimbursement, you must 
subtract the reimbursement when you figure 
your loss. You do not have a casualty or theft 
loss to the extent you are reimbursed.
If  you expect to be reimbursed, but have 
not yet received payment, you must still sub­
tract the expected reimbursement.
Gain from  reim bursem ent. If your reim­
bursement is more than your basis in the prop­
erty, you have a gain. This is true even if the 
decrease in the FMV of the property is more 
than the basis. If you have a gain, you may 
have to pay tax on it, or you may be able to 
postpone reporting the gain. See Figuring a 
Gain, later.
O ther reim bursem ents. Insurance is the 
most common way to be reimbursed for a cas­
ualty or theft loss. But you may be reimbursed 
in some other way. The following items are 
considered reimbursements:
• The forgiven part (the part you do not have 
to pay back) of a federal disaster loan 
under the Disaster Relief and Emergency 
Assistance Act,
• The repayment and the cost of repairs by 
the person who leases your property,
• The court awards for damages for a casu­
alty or theft loss (the amount you are able 
to collect) minus lawyers' fees and other 
necessary expenses,
• The repairs, restoration, or cleanup ser­
vices provided by relief agencies, and
• A bonding company payment for a theft 
loss.
P aym en ts  not c o n s id e re d  re im b u rs e ­
m ents. Insurance, grants, gifts, and other 
payments you receive to help you after a cas­
ualty are considered reimbursement only if 
they are specifically designated to repair or re­
place your property. If the money you receive 
is designated for other purposes, or if there 
are no conditions on how you have to use it, 
the money is not a reimbursement even if you 
use it to restore your property.
Payments fo r living costs. If an insurance 
company pays you for any of your living ex­
penses after you lose the use of your home 
because of a casualty, the insurance pay­
ments are not considered a reimbursement. 
They do not reduce your casualty loss.
You must report as income, insurance pay­
ments covering your normal living expenses. 
However, the part of insurance payments that 
compensates you for a temporary increase in 
the living expenses you and your family have 
during this period does not have to be re­
ported as income. The same rule applies to in­
surance payments for living expenses if you 
are denied access to your home by govern­
ment authorities due to a casualty or the 
threat of a casualty.
The increase in your living expenses is the 
excess of your actual living expenses over 
your normal living expenses. Do not include in
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Table 1. Deduction Limit Rules
These rules apply to a casualty or theft loss to nonbusiness property.
$100 Rule 10% Rule
Definition of Rule You must reduce each casualty or theft loss by $100 
when figuring your deduction. Apply this rule after you 
reduce your loss by any reimbursement.
You must reduce your total casualty or theft loss by
10% of your adjusted gross income from line 32 of
Form 1040. Apply this rule after you reduce each loss 
by any reimbursement and by $100 (the $100 rule).
Single Event Apply this rule only once, even if many pieces of 
property are affected.
Apply the rule only once, even if many pieces of 
property are affected.
More Than One Loss Apply this rule to each loss. Apply the rule to the total of all your losses.
More Than One Person-
With Loss From the
Same Event (other than 
married taxpayers)
Apply the rule separately to each person. Apply the rule separately to each person.
Married Taxpayers—
With Loss From the
Same Event
Filing jointly Apply this rule as if you were one person. Apply this rule as if you were one person.
Filing separately AppIy this rule separately to each spouse. Apply this rule separately to each spouse.
More Than One Owner
(other than married 
taxpayers)
Apply the rule separately to each owner of jointly 
owned property.
Apply the rule separately to each owner of jointly 
owned property.
income the payment you received for your ex­
tra expenses for renting suitable housing and 
for transportation, food, utilities, and miscella­
neous services during the period you are una­
ble to use your home because of the casualty.
Example. As a result of a fire, you vacated 
your apartment for a month and moved to a 
motel. You normally pay $525 a month rent. 
None was charged for the month the apart­
ment was vacated. Your motel rent for this 
month was $1,200. You received $1,100 reim­
bursement from your insurance company for 
rental expenses.
The part of the insurance payment that re­
imburses you for the increase of your actual 
rent over your normal rent is $675 ($1,200 — 
$525). You do not include the $675 in income. 
But you do include in income the balance of 
the insurance received, $425 ($1,100 -  
$675).
Disaster relief. Food, medical supplies, and 
other forms of assistance you receive do not 
reduce your casualty loss, unless they are 
replacements for lost or destroyed property. 
They also are not taxable income to you.
Disaster unemployment assistance pay­
ments are unemployment benefits that are 
taxable.
Deduction Limits
After you have figured your casualty or theft 
loss, you must figure how much of the loss 
you can deduct. If your loss was to property 
you had for your own or your family’s per­
sonal use, there are two limits on the amount 
you can deduct for your casualty or theft loss.
1) You must reduce your loss by $100. If 
you had more than one casualty or theft 
loss, you must reduce each loss by $100.
2) You must further reduce your loss by 
10% of your adjusted gross income (line 
32 of Form 1040). If you had more than 
one casualty or theft loss, this 10% limit 
applies to the total of all your losses for 
the year.
However, the 10% rule does not apply if you 
have casualty gains that are more than your 
casualty losses. See Gains and losses, under 
10% Rule, later. Also see Table 1.
$100 Rule
The first $100 of a casualty or theft loss on 
nonbusiness property is not allowable. This 
rule applies after all reimbursements have 
been subtracted from your total casualty or 
theft loss.
Example. You have $250 deductible colli­
sion insurance on your car. The car is dam­
aged in a collision. The insurance company 
pays you for the damage minus the $250 de­
ductible. Your casualty loss for the collision is 
$150 ($250 — $100) because the first $100 of 
a casualty loss on nonbusiness property is not 
allowable.
Single event. A single $100 reduction ap­
plies to each casualty or theft, no matter how 
many pieces of property are involved.
Generally, events closely related in origin 
are considered a single casualty or theft. It is a 
single casualty when the damage is due to 
two or more closely related causes, such as 
wind and flood damage caused by the same 
storm. A single casualty may also damage two 
or more widely separated pieces of property, 
such as a hailstorm that damages both your 
home and your car parked downtown.
Example 1. A thunderstorm destroyed your 
pleasure boat. You also lost some boating 
equipment in the storm. Your loss was $5,000 
on the boat and $1,200 on the equipment. 
Your insurance company reimbursed you 
$4,500 for the damage to your boat. You had 
no insurance coverage on the equipment. 
Your casualty loss is from a single event and 
the $100 rule applies once. Figure your loss 
before applying the 10% rule (discussed later) 
as follows:
B o a t E q u ip m en t
1. L o ss .................................. $5,000 $ 1,200
2. Subtract insurance ........  4,500 _______ -0 -
3. Loss after reimbursement $ 500 $ 1,200
4. Total lo s s .........................  $ 1,700
5. Subtract $100 ................. ...............100
6. Loss  b e fo re  10%  ru le  . .  $  1 ,600
Example 2. Thieves broke into your home 
in January and stole a ring and a fur coat. You 
had a loss of $200 on the ring and $700 on the 
coat. This is a single theft. The $100 rule ap­
plies to the total $900 loss.
G - 5
Example 3. In September, hurricane winds 
blew the roof from your home. Flood waters 
caused by the hurricane further damaged your 
home and destroyed your furniture and per­
sonal car. This is considered a single casualty. 
The $100 rule is applied to your total loss from 
the flood waters and wind.
M o re than one loss. If you have more than 
one casualty or theft loss during your tax year, 
you must reduce each loss by $100.
Example. Your family car was damaged in 
an accident in January. Your loss after the in­
surance reimbursement was $75. In February, 
your car was damaged in another accident. 
This time your loss after the insurance reim­
bursement was $90. Apply the $100 rule to 
each separate casualty loss. Since neither ac­
cident resulted in a loss of over $100, you are 
not entitled to any deduction for these acci­
dents.
M o re than one person. If two or more indi­
viduals (other than a husband and wife filing a 
joint return) have losses from the same casu­
alty or theft, the $100 rule applies separately 
to each.
Example. A fire damaged your house and 
also damaged the personal property of your 
house guest. You must reduce your loss by 
$100. Your house guest must reduce his or her 
loss by $100.
Married taxpayers. If you and your spouse 
have a casualty or theft loss and you file a joint 
return, you are treated as one individual in ap­
plying the $100 rule. It does not m atter 
whether you own the property jointly or sepa­
rately.
If you and your spouse have a casualty or 
theft loss and you file separate returns, each 
of you must reduce your loss by $100. This is 
true even if you own the property jointly. If one 
spouse owns the property, only that spouse 
can figure a loss deduction on a separate re­
turn.
If the casualty or theft loss is on property 
you own as tenants by the entirety, each of 
you may figure your deduction on only one- 
half of the loss on your separate return. 
Neither of you may figure your deduction on 
the entire loss on a separate return. Each 
must reduce the loss by $100.
M ore than one ow ner. If two or more individ­
uals (other than husband and wife filing a joint 
return) have a loss on property jointly owned, 
the $100 rule applies separately to each. For 
example, if two sisters live together in a home 
they own jointly and they have a casualty loss 
on the home, the $100 rule applies separately 
to  each sister.
10% Rule
You must reduce the total of all your casualty 
or theft losses by 10% of your adjusted gross 
income (line 32, Form 1040). Apply this rule af­
ter you reduce each loss by any reimburse­
ment and by $100. If you have casualty or theft 
gains, see Gains and losses, later in this dis­
cussion.
Example. In June, you discovered that your 
house had been burglarized. Your loss after in­
surance reimbursement was $2,000. Your ad­
justed gross income is $29,500. Figure your 
theft loss as follows:
1. Loss after insurance .............................  $2,000
2. Subtract $100 .....................  ............... 100
3. Loss after $100 rule .............................. $1,900
4. Subtract 10% of $29,500 AGI ............. $2,950
5. Theft loss deduction ............. ......... $ - 0 -
When you apply the 10% rule, you find you 
do not have a theft loss deduction because 
your loss ($1,900) is less than 10% of your ad­
justed gross income ($2,950).
M o re than on e  loss. If you have more than 
one casualty or theft loss during your tax year, 
reduce each loss by any reimbursement and 
by $100. Then you must reduce the total of all 
your losses by 10% of your adjusted gross in­
come.
Example. In March, you had a car accident 
that totally destroyed your car. You did not 
have collision insurance on your car, so you 
did not receive any insurance reimbursement. 
Your loss on the car was $1,200. In Novem­
ber, you had a fire that damaged your base­
ment and to ta lly destroyed the furniture, 
washer, dryer, and other items you had stored 
there. Your loss on the basement items after 
reimbursement was $1,700. Your adjusted 
gross income is $25,000. You figure your cas­
ualty loss deduction as follows:
Car Basement
1. L o ss ..................................
2. Subtract $100 per incident
3. Loss after $100 rule . . . .
4. Total lo s s .........................
5. Subtract 10% of $25,000
AGI ..................................
6. Casualty loss deduction
$1,200 $ 1,700
100 100
$1,100 $ 1,600
$ 2,700
2,500
$ 200
M arried  ta xp a yers . If you and your spouse 
have a loss from the same casualty or theft 
and you file a joint return, you are treated as 
one individual in applying the 10% rule. It does 
not matter if you own the property jointly or 
separately.
If you file separate returns, the 10% rule ap­
plies to each return on which a loss is claimed.
M o re than one o w ner. If two or more individ­
uals (other than husband and wife filing a joint 
return) have a loss on property that is owned 
jointly, the 10% rule applies separately to 
each.
G ains and lo sses . If you have casualty or 
theft gains as well as losses to nonbusiness 
property, you must compare your total gains to 
your total losses. Do this after you have re­
duced each loss by any reimbursements and 
by $100 but before you have reduced the 
losses by 10% of your adjusted gross income.
If  yo ur losses are  m ore than  yo ur reco g­
n ized  ga ins , subtract your gains from your 
losses and reduce the result by 10% of your
adjusted gross income. The difference, if any, 
is your deductible loss from nonbusiness prop­
erty.
Example. Your theft loss after reducing it 
by reimbursements and by $100 is $2,700. 
Your casualty gain is $700. Reduce the $2,000 
net result ($2,700 —$700) by 10% of your ad­
justed gross income.
If  yo u r reco g n ized  ga ins  a re  m ore than  
yo u r losses , subtract your losses from your 
gains. The difference is treated as a capital 
gain and must be reported on Schedule D 
(Form 1040). The 10% rule does not apply to 
your losses.
Example. Your theft loss after reducing it 
by reimbursements and by $100 is $600. Your 
casualty gain is $1,600. The $1,000 net result 
($1,600 -  $600) must be reported on Sched­
ule D.
Note. For information on how to figure rec­
ognized gains, see Figuring a Gain, later. Rec­
ognized gains do not include gains you choose 
to postpone, see Postponement o f Gain, later.
Figuring the Deduction
Generally, you must figure your loss sepa­
rately for each item stolen, damaged, or de­
stroyed. However, for nonbusiness real prop­
erty , an en tire  p iece of rea l es ta te  is 
considered one item.
Real p rop erty . In figuring a loss to real es­
tate you own for personal use, all improve­
ments, such as buildings and ornamental 
trees, are considered together. The loss is 
the smaller of:
1) The decrease in the FMV of the entire 
property, or
2) The adjusted basis of the entire property.
From this amount subtract:
1) The insurance and other reimbursement 
you receive or expect to receive,
2) $100, and
3) 10% of your adjusted gross income.
However, if you have more than one casu­
alty or theft loss, subtract 10% of your ad­
justed gross income (AGI) from the total of all 
your losses for the year.
Any amount remaining after you follow  
these steps is your personal casualty loss de­
duction.
Example 1. In June, a fire destroyed your 
lakeside cottage, which cost $44,800 (includ­
ing $4,500 for the land) several years ago. 
(Your land was not damaged.) This was your 
only casualty or theft loss for the year. The 
FMV of the property immediately before the 
fire was $50,000 ($45,000 for the building and 
$5,000 for the land). The FMV immediately af­
ter the fire was $5,000 (value of the land). You 
collected $10,000 from the insurance com­
pany. Your adjusted gross income is $40,000. 
Your deduction fo r the casualty loss is 
$30,700, figured in the following manner:
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1. Adjusted basis of the entire property
(cost in this example) .......................  $44,800
2. FMV of entire property before fire . .  $50,000
3. FMV of entire property after fire . . . .  5,000
4. Decrease in FMV of
entire property .................................. $45,000
5. Amount of loss (smaller of 1 or 4) . .  $44,800
6. Subtract insurance ...........................  10,000
7. Loss after reimbursement ............... $34,800
8. Subtract $ 1 0 0 ..........................  100
9. Loss after $100 rule .........................  $34,700
10. Subtract 10% of $40,000 AGI ......... 4,000
11. Casualty loss deduction ............... $30,700
Example 2. You bought your home a few 
years ago. You paid $50,000 ($10,000 for the 
land and $40,000 for the house). You also 
spent an additional $2,000 for landscaping. 
This year a fire destroyed your home. The fire 
also damaged the shrubbery and trees in your 
yard. The fire was your only casualty or theft 
loss this year. Competent appraisers valued 
the property as a whole at $75,000 before the 
fire, but only $15,000 after the fire. Shortly af­
ter the fire, the insurance company paid you 
$45,000 for the loss. Your adjusted gross in­
come is $48,000. You figure your casualty loss
deduction as follows:
1. Adjusted basis of the entire property 
(cost of land, building, and
landscaping)......................................  $52,000
2. FMV of entire property before fire . .  $75,000
3. FMV of entire property after f i r e -----  15,000
4. Decrease in FMV of entire property $60,000
5. Amount of loss (smaller of 1 or 4) . .  $52,000
6. Subtract insurance ...........................  45,000
7. Loss after reimbursement ............... $ 7,000
8. Subtract $ 1 0 0 .................................... 100
9. Loss after $100 rule .........................  $ 6,900
10. Subtract 10% of $48,000 AGI ........  4,800
11. Casualty loss deduction ............... $ 2,100
Personal property. Personal property is gen­
erally any property that is not real property. If 
your personal property is stolen or is damaged 
or destroyed by a casualty, you must figure 
your loss separately for each item of property.
The loss is the smaller of:
1) The decrease in the FMV of the property, 
or
2) The adjusted basis of the property.
From this amount subtract:
1) The insurance and other reimbursement 
you receive or expect to receive,
2) $100, and
3) 10% of your adjusted gross income.
However, if you have more than one casualty 
or theft loss, subtract 10% of your adjusted 
gross income (AGI) from the total of all your 
losses for the year.
Any amount remaining after you follow 
these steps is your personal casualty loss de­
duction.
Example 1. In August, a storm destroyed 
your pleasure boat, which cost you $8,500. 
This was your only casualty or theft loss for the 
year. Its FMV immediately before the storm 
was $7,000. You had no insurance, but were 
able to salvage the motor of the boat and sell it 
for $200. Your adjusted gross income is 
$52,000.
Although the motor was sold separately, it is 
part of the boat and not a separate item of 
property. You figure your casualty loss deduc­
tion as follows:
1. Adjusted basis (cost in this example) $8,500
2. FMV before s to rm ................................ $7,000
3. FMV after storm .................................. 200
4. Decrease in FMV ................................ $6,800
5. Amount of loss (smaller of 1 or 4) . . .  $6,800
6. Subtract insurance .............................. -0 -
7. Loss after reimbursement .................  $6,800
8. Subtract $ 1 0 0 ......................................  100
9. Loss after $100 rule ...........................  $6,700
10. Subtract 10% of $52,000 AGI ........... 5,200
11. Casualty loss deduction .................  $1,500
Example 2. In June, you were involved in 
an auto accident that totally destroyed your 
personal car and your antique pocket watch. 
You had bought the car for $10,000. The FMV 
of the car just before the accident was $7,500. 
Its FMV just after the accident was $80 (scrap 
value). Your insurance company reimbursed 
you $6,000.
Your watch was not insured. You had pur­
chased it for $250. Its FMV just before the ac­
cident was $500. Your adjusted gross income 
is $31,000. Your casualty loss deduction is
zero, figured as follows:
Car Watch
1. Adjusted basis (cost) __ $10,000 $ 250
2. FMV before accident . . . .  $ 7,500 $ 500
3. FMV after a cc ide n t........... ........... 80 -0 -
4. Decrease in FMV ............. $ 7,420 $ 500
5. Loss (smaller of 1 or 4) . . .  $ 7,420 $ 250
6. Subtract insu rance ..........  6,000 -0 -
7. Loss after reimbursement $ 1,420 $ 250
8. Total loss .........................  $1,670
9. Subtract $ 1 0 0 ...................  100
10. Loss after $100 rule ......... $1,570
11. Subtract 10% of $31,000
AGI ....................................  3,100
12. Casualty loss deduction $ -0 -
Both real and personal properties. When a 
casualty involves both real and personal 
properties, you must figure the loss separately 
for each type of property, as shown in the pre­
vious examples. But you apply a single $100 
reduction to the total loss. Then you apply the 
10% rule.
Example. In July, a hurricane damaged 
your home, which cost you $64,000 including 
land. The FMV of the property (both building 
and land) immediately before the storm was 
$70,000 and its FMV immediately after the 
storm was $60,000. Your household furnish­
ings were also damaged. You have separately
figured the loss on each damaged household 
item and have arrived at a total loss of $600.
You collected $5,000 from the insurance 
company for the damage to your home, but 
your household furnishings were not insured. 
Your adjusted gross income is $44,000. You 
figured your casualty loss deduction from the
hurricane in the following manner:
1. Adjusted basis of real property
(cost in this example) .......................  $64,000
2. FMV of real property before
hurricane............................................  $70,000
3. FMV of real property after hurricane 60,000
4. Decrease in FMV of real property . .  $10,000
5. Loss on real property (smaller of 1 or
4 ) ......................................................... $10,000
6. Subtract insurance ...........................  5,000
7. Loss on real property after
reimbursement .................................. $ 5,000
8. Loss on furnishings...........................  $ 600
9. Subtract insurance ........................... ..............-0-
10. Loss on furnishings after
reimbursement .................................. $ 600
11. Total loss (7 plus 10) .......................  $5 ,600
12. Subtract $ 1 0 0 .................................... 100
13. Loss after $100 rule .........................  $ 5,500
14. Subtract 10% of $44,000 AGI ........  4,400
15. Casualty loss deduction ............... $ 1,100
P ro p erty  used p artly  fo r  business and  
partly fo r personal purposes. When prop­
erty is used partly for personal (nonbusiness) 
purposes and partly for business or income- 
producing purposes, the casualty or theft loss 
deduction must be figured separately for the 
nonbusiness portion and for the business por­
tion. You must figure each loss separately be­
cause the losses attributed to these two uses 
are figured in two different ways. The $100 
rule and the 10% rule apply only to the casu­
alty or theft loss on the nonbusiness portion of 
the property.
Example. You own a building that you con­
structed on leased land. You use half of the 
building for your business and you live in the 
other half. The cost of the building was 
$40,000. You made no further improvements 
or additions to it.
A flood in March damaged the entire build­
ing. The FMV of the building was $38,000 im­
mediately before the flood and $32,000 after­
wards. Your insurance reimbursed you $4,000 
for the flood damage. Depreciation on the bus­
iness part of the building before the flood to­
taled $2,400. Your adjusted gross income is 
$25,000.
You have a deductible business casualty 
loss of $1,000. You do not have a deductible 
personal casualty loss because of the $100 
rule and the 10% rule. You figure your loss as 
follows:
Business Personal 
Part Part
1. Cost (total $40,000) . . . .  $20,000 $20,000
2. Subtract depreciation . . .  2,400 -0 -
3. Adjusted basis ............... $17,600 $20,000
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4. FMV before flood (total 
$38,000) ......................... $19,000 $19,000
5. FMV after flood (total 
$32,000) ......................... $16,000 $16,000
6. Decrease in FMV .......... $ 3,000 $ 3,000
7. Amount of loss (smaller of
3 or 6) ............................. $ 3,000 $ 3,000
8. Subtract insurance ........ $ 2,000 $ 2,000
9. Loss after reimbursement $ 1,000 $ 1,000
10. Subtract $100 on 
nonbusiness property . . . - 0 - 100
11. Loss after $100 rule . . . . $ 1,000 $ 900
12. Subtract 10% of $25,000 
AGI on nonbusiness 
property ......................... -0 - 2,500
13.
14.
Deductible business 
lo s s ..................................
Deductible personal loss
$ 1,000
_$__- 0-
Figuring a Gain
If you receive insurance or other reimburse­
ment that is more than your adjusted basis in 
the destroyed, damaged, or stolen property, 
you have a gain from the casualty or theft. 
Your gain is:
• The amount you receive, less
• Your adjusted basis in the property at the 
time of the casualty or theft.
Even if the decrease in FMV of your prop­
erty is smaller than the adjusted basis of your 
property, use your adjusted basis to figure the 
gain.
The amount you receive includes any 
money plus the value of any property you re­
ceive, minus any expenses you have in ob­
taining reimbursement. It also includes any re­
imbursement used to pay off a mortgage or 
other lien on the damaged, destroyed, or sto­
len property.
Example. A hurricane destroyed your per­
sonal residence and the insurance company 
awarded you $45,000. You received $40,000 
in cash. The remaining $5,000 was paid di­
rectly to the holder of a mortgage on the prop­
erty. The reimbursement you received in­
cludes the $5,000 paid on the mortgage.
Reporting a gain. You generally must report 
your gain as income in the year you receive the 
reimbursement. But you do not have to report 
your gain if you meet certain requirements and 
choose to postpone the gain according to the 
rules explained under Postponement o f Gain.
You also do not report a gain if you receive 
reimbursement in the form of property similar 
or related in service or use to the destroyed or 
stolen property. Your basis in the new property 
is the same as your adjusted basis in the prop­
erty it replaces.
For information on how to report a gain, see 
How to Report Gains and Losses, later.
Note. If you have a nonbusiness casualty or 
theft gain you choose to postpone (as ex­
plained next) and you also have another non­
business casualty or theft loss, do not con­
sider the gain you are postponing when 
figuring your casualty or theft loss deduction. 
See 10% Rule, under Deduction Limits, ear­
lier.
Postponement of Gain
You must ordinarily report the gain on your sto­
len or destroyed property if you receive money 
or unlike property as reimbursement. But you 
can choose to postpone reporting the gain if, 
within a specified period of time, you acquire 
qualified replacement property. The replace­
ment property must be similar or related in ser­
vice or use to your stolen or destroyed prop­
erty. If you have a gain on damaged property, 
you may postpone the gain if you spend the re­
imbursement to restore the property.
To postpone all the gain, the cost of your re­
placement property must be at least as much 
as the reimbursement you receive. If the cost 
of the replacement property is less than the re­
imbursement, you must include the gain in 
your income up to the amount of the unspent 
reimbursement.
Example. In 1954, you bought an ocean- 
front cottage for your personal use at a cost of 
$6,000. You made no further improvements or 
additions to it. In January 1992, when a storm 
destroyed the building, the property was worth 
$48,000. You received $44,000 from the insur­
ance company in March 1992. Therefore, you 
had a gain of $38,000 ($44,000 — $6,000).
You spent $42,000 to rebuild the cottage. 
Since this is less than the insurance proceeds 
received, you must include $2,000 ($44,000 
—$42,000) in your income.
Making the rep lacem ent You must buy re­
placement property for the specific purpose of 
replacing your destroyed or stolen property. 
You do not have to use the same funds you re­
ceive as reimbursement for your old property 
to acquire the replacement property. Thus, if 
you spend the money you receive from the in­
surance company for other purposes, and bor­
row money to buy replacement property, you 
can still postpone the gain if you meet the 
other requirements.
You must buy the replacement property to 
be able to postpone gain. Property you acquire 
as a gift or inheritance does not qualify.
Advance payment. If you pay a contractor 
in advance to replace your destroyed or stolen 
property, you are not considered to have 
bought replacement property unless it is fin­
ished before the end of the replacement pe­
riod. See Replacement period, later.
Replacement property. Replacement prop­
erty must be similar or related in service or use 
to the property it replaces. For nonbusiness 
property, “ similar or related in service or use” 
means that the replacement property must 
function the same as the property it replaces. 
This is called the functional use test.
Example. A fire destroyed your home. Your 
insurance reimbursement results in a gain. To
postpone reporting the gain, you must replace 
your home with another home that costs at 
least as much as the reimbursement you re­
ceived. If you do not buy or build a new home, 
but instead buy an apartment house to use 
solely for rental income, you cannot postpone 
reporting the gain. The apartment house is not 
similar or related in service or use to your de­
stroyed home.
Basis o f replacement property. Your basis 
in replacement property is its cost minus any 
gain postponed. In this way, tax on the gain is 
deferred until you dispose of the replacement 
property.
Example. A fire destroyed your home. The 
insurance company reimbursed you $67,000 
for the property, which had an adjusted basis 
of $62,000. You therefore had a gain of $5,000 
from the casualty. If you have another home 
constructed for $70,000 within the time limit, 
you may postpone reporting the gain. You will 
have reinvested all the reimbursement (includ­
ing your entire gain) in your new home. Your 
basis fo r the new home w ill be $65,000 
($70,000 cost minus $5,000 postponed gain).
Replacement period. To postpone reporting 
your gain, you must buy replacement property 
within a specified period of time. This is the 
“ replacement period.”
The replacement period begins on the 
date your property was damaged, destroyed, 
or stolen.
The replacement period ends 2 years af­
ter the close of the first tax year in which any 
part of your gain is realized. However, for busi­
ness or income-producing real property, your 
replacement period is 3 years.
Example 1. You are a calendar year tax­
payer. A hurricane destroyed your home in 
September 1992. In December 1992, the in­
surance company paid you $3,000 more than 
the adjusted basis of your home. Because you 
first realized a gain from the reimbursement 
for the casualty in 1992, you have until De­
cember 3 1 , 1994, to replace the property.
Example 2. You are a calendar year tax­
payer. While you were on your vacation, a val­
uable piece of antique furniture that cost 
$2,200 was stolen from your home. You dis­
covered the theft when you returned home on 
August 1 1 , 1992. Your insurance company in­
vestigated the theft and did not settle your 
claim until January 2, 1993, when they paid 
you $3,000. Because you first realized a gain 
from the reimbursement for the theft during 
1993, you have until December 31, 1995, to 
replace the property.
Extension. You may get an extension of 
the replacement period if you apply to the Dis­
trict Director for your area. Your application 
must contain all the details about the need for 
the extension. You should make the applica­
tion before the end of the replacement period.
However, you may file an application within 
a reasonable time after the replacement pe­
riod ends if you have a good reason for the de­
lay. An extension will be granted if you can 
show that there is reasonable cause for not 
making the replacement within the regular pe­
riod.
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Table 2. When to Deduct a Loss
Type o f Loss Tax Year Deducted
Can You Choose 
Years?
Casualty losses Year loss occurred No
Loss on deposits
• Casualty loss Year a reasonable estimate can be made No
• Bad debt Year deposits are totally worthless No
• Ordinary loss Year a reasonable estimate can be made No
Federal disasters
Year either the disaster occurred or the year 
immediately before the disaster Yes
Thefts Year of discovery of the theft No
Ordinarily, requests for extensions are not 
made or granted until near the end of the re­
placement period, or the extended replace­
ment period. Extensions are usually limited to 
a period of not more than one year. The high 
market value or scarcity of replacement prop­
erty is not sufficient grounds for granting an 
extension. If your replacement property is be­
ing constructed and you clearly show that the 
replacement or restoration cannot be made 
within the replacement period, you will be 
granted an extension of the period.
How to postpone a gain. You should report 
your choice to postpone your gain from a cas­
ualty or theft on your tax return for the year you 
have the gain. You have the gain in the year 
you receive insurance proceeds or other reim­
bursements that result in a gain.
You should attach a statement to your re­
turn for the year you have the gain. This state­
ment should include the following information:
• The date and details of the casualty or 
theft,
• The amount (insurance or other reimburse­
ment) you received from the casualty or 
theft, and
• How you figured the gain.
Replacement property acquired before 
return filed. If you acquire replacement prop­
erty before you file your return for the year you 
have the gain, your statement should also in­
clude detailed information about:
• The replacement property,
• The postponed gain,
• The basis adjustment that reflects the post­
poned gain, and
• Any gain you are reporting as income.
Replacement property acquired after re­
turn filed. If you in te nd  to  acq u ire  re p la ce ­
ment property after you file your return for the 
year in which you have the gain, your state­
ment should also state that you are choosing 
to replace the property within the required re­
placement period.
You should then attach another statement 
to your return for the year in which you acquire
the replacement property. This statement 
should contain detailed information on the re­
placement property.
If you acquire part of your replacement 
property in one year and part in another year, 
you must make a statement for each year. The 
statement should contain detailed information 
on the replacement property bought in that 
year.
Substituting replacem ent property .
Once you have acquired qualified replace­
ment property that you designate as replace­
ment property, you may not later substitute 
other qualified replacement property. This is 
true even if you acquire the other property 
within the replacement period. The designa­
tion is made by the statement with your return 
reporting that you have acquired replacement 
property. However, if you discover that the 
original replacement property was not quali­
fied replacement property, you may (within the 
replacement period) substitute the new quali­
fied replacement property.
Amended return. You must file an 
amended return for the tax year you made the 
choice to postpone gain in either of the fol­
lowing situations:
1) You do not acquire replacement property 
within the required replacement period. 
On this amended return, you must report 
the gain and pay any additional tax due.
2) You acquire replacement property within 
the required replacement period but at a 
cost less than the amount you receive 
from the casualty or theft. On this 
amended return you must report the por­
tion of the gain that cannot be postponed 
and pay any additional tax due.
Three-year limit. The period for assessing 
tax on any gain expires 3 years after the date 
you notify the Director of the Internal Revenue 
S e rv ice  C e n te r w h e re  you  file d  yo u r re tu rn  
that:
• You replaced the property,
• You do not intend to replace the property, 
or
• You did not replace the property within the 
specified period of time.
Death o f a taxpayer. If a taxpayer dies af­
ter having a gain but before buying replace­
ment property, the gain must be reported for 
the year in which the decedent realized the 
gain. The executor of the estate or the person 
succeeding to the funds from the casualty or 
theft cannot postpone the gain by buying re­
placement property.
Changing your mind. You may change 
your mind about whether to report or to post­
pone your gain at any time before the end of 
the replacement period.
Example. In 1990 your property was stolen. 
Your insurance company reimbursed you 
$10,000, of which $5,000 was a gain. You re­
ported the $5,000 gain on your return for 1990 
(the year you realized the gain) and paid the 
tax that was due. In 1992 you bought replace­
ment property within the replacement period. 
Your replacement property cost $9,000. Since 
you reinvested all but $1,000 of your reim­
bursement, you can now postpone $4,000 
($5,000 -  $1,000) of your gain.
To postpone your gain, file an amended re­
turn for 1990, using Form 1040X, Amended 
U.S. Individual Income Tax Return. You should 
attach an explanation showing that you previ­
ously reported the entire gain from the theft 
but you now want to report only the part of the 
gain ($1,000) equal to the part of the reim­
bursement not spent for replacement prop­
erty.
When to Report
a Gain or a Loss
If you have insurance or other reimbursement 
that is more than your basis in the destroyed or 
stolen property, you have a gain from the cas­
ualty or theft. You must include this gain in 
your income in the year you receive the reim­
bursement, unless you choose to postpone 
the gain as explained earlier.
Generally, you can deduct a casualty loss 
only in the tax year in which the casualty oc­
curred. This is true even if you do not repair or 
replace the damaged property until a later 
year. (But see Disaster Area Losses, later.)
if your casualty loss is a loss on deposits at 
an insolvent or bankrupt financial institution, 
see Loss on Deposits, earlier.
You generally can deduct theft losses only 
in the year you discover your property was sto­
len. You must be able to show there was a 
theft, but you do not have to know when the 
theft occurred. See Table 2.
Lessee’s loss. If your loss is on leased prop­
erty and you were liable to the owner for the 
loss, you can deduct the loss only in the year 
in which the liability becomes fixed. This is true 
even if the loss occurred or the liability was 
paid in a different year.
Reimbursement Claims
If there is a reasonable prospect you will be re­
imbursed for part or all of your loss, you must 
subtract the expected reimbursement to figure 
your loss. You must reduce your loss even if
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you do not receive payment until a later tax 
year. You are believed to have a reasonable 
prospect of reimbursement if you have filed 
suit for damages.
If  yo u  la te r  re c e iv e  less  re im b u rs e m e n t
than you expected, include that difference as 
a loss with your other losses (if any) on your re­
turn for the year in which you can reasonably 
expect no more reimbursement.
Example. Your personal car had an FMV of 
$2,000 when it was destroyed in a collision 
with another car in 1991. The accident was 
due to the negligence of the other driver. At 
the end of the year, there was a reasonable 
prospect that the owner of the other car would 
reimburse you in full. Therefore, you do not 
have a deductible loss in 1991.
In January 1992, the court awards you a 
judgment of $2,000. However, in July it be­
comes apparent that you will be unable to col­
lect any amount from the other driver. Since 
this is your only casualty or theft loss, you can 
deduct the loss in 1992 that is more than $100 
and 10% of your 1992 adjusted gross income.
If  yo u  la te r  re c e iv e  m o re  re im b u rse m en t
than you expected, after you have claimed a 
deduction for the loss, you may have to in­
clude the extra reimbursement in your income 
for the year you receive it. However, if any part 
of the original deduction did not reduce your 
tax for the earlier year, do not include that part 
of the reimbursement in your income. You do 
not refigure your tax for the year you claimed 
the deduction. Publication 525 has work­
sheets for you to use when only part of your 
original deduction reduced your tax in an ear­
lier year.
Example. In 1991, a hurricane destroyed 
your motorboat. Your loss was $3,000, and 
you estimated that your insurance would cover 
$2,500 of it. Since you did not itemize deduc­
tions on your return in 1991, you could not de­
duct the loss. When the insurance company 
reimburses you for the loss, you do not have to 
report any of the reimbursement as income. 
This is true even if it is for the full $3,000, be­
cause you did not deduct the loss on your re­
turn. The loss did not reduce your tax.
Note. If the total of all the reimbursements 
you receive is more than your adjusted basis in 
the destroyed or stolen property, you will have 
a gain on the casualty or theft. If you have al­
ready taken a deduction for a loss and you re­
ceive the reimbursement in a later year, you 
must include it in your income for the later 
year. Include the reimbursement in income to 
the extent your deduction reduced your tax for 
the earlier year.
You must also report your gain in the later 
year. But you may be able to postpone report­
ing your gain as explained under Postpone­
ment of Gain, earlier.
If you rece ive  e x a c tly  th e  re im b u rsem en t
you expected to receive, you may not have 
any amount to include in your income or any 
lo ss  to  deduct.
Example. In December 1991, you had a 
collision while driving your personal car. Re­
pairs to the car cost $950. You had $100 de­
ductible collision insurance. Your insurance 
company agreed to reimburse you for the rest 
of the damage. As a result of your expected re­
imbursement from the insurance company, 
you do not have a casualty loss deduction in
1991.
Due to the $100 rule, you cannot deduct the 
$100 you paid as the deductible. When you re­
ceive the $850 from the insurance company in
1992, you do not have to report it as income.
Recovered Property
Recovered property is your property that was 
stolen and later returned to you. If you recov­
ered property after you have already taken a 
theft loss deduction, you must refigure your 
loss using the smaller of the property's ad­
justed basis (explained under Figuring a Loss, 
earlier) or the decrease in FMV from the time it 
was stolen until the time it was recovered. Use 
this amount to refigure your total loss for the 
year in which the loss was deducted.
This is your refigured loss. If this amount is 
less than the loss you deducted, you generally 
have to report the difference as income in the 
recovery year. But report the difference only 
up to the amount of the loss that reduced your 
tax.
Disaster Area Losses
If you have a casualty loss from a disaster that 
occurred in an area declared eligible for fed­
eral assistance under the Disaster Relief and 
Emergency Assistance Act, you can choose to 
deduct that loss on your return or amended re­
turn for the tax year immediately preceding the 
tax year in which the disaster happened. If you 
make this choice, the loss is treated as having 
occurred in the preceding year.
Example. You are a calendar year tax­
payer. In June 1992, a flood damaged your 
home. The flood damaged or destroyed a con­
siderable amount of property in your town. The 
town was declared a federal disaster area as 
the result of the flood. You can choose to de­
duct the flood loss on your home on your 1991 
return.
H o m e  m a d e  u n s a fe  b y  d is a s te r . If your 
home is located in a federal disaster area, your 
state or local government may order you to 
tear it down or move it because it is no longer 
sa fe  to  live in. If th is  happens, tre a t the  loss in 
value as a casualty loss from a disaster. Your 
state or local government must issue the order 
for you to tear down or move the home within 
120 days after the area is declared a disaster 
area.
Figure your loss in the same way as for 
other nonbusiness casualty losses. (See Fig­
uring a Loss, earlier.) Use the value of your 
home before you move it or tear it down as its 
FMV after the casualty.
Unsafe home. Your home will be consid­
ered unsafe only if:
1) Your home is substantially more danger­
ous after the disaster than it was before 
the disaster, and
2) The danger is from a substantially in­
creased risk of future destruction from 
the disaster.
You do not have a casualty loss if your 
home is unsafe due to dangerous conditions 
existing before the disaster. For example, the 
location of your house is in an area known for 
severe storms. This is true even if your home 
is condemned.
Example. Because of a severe storm, the 
county you live in is declared a federal disaster 
area. Although your home has only minor 
damage from the storm, a month later the 
county issues a demolition order. This order is 
based on a finding that your home is unsafe 
due to nearby mudslides caused by the storm. 
The loss in your home’s value because the 
mudslides made it unsafe is treated as a casu­
alty loss from a disaster. The loss in value is 
the difference between your home’s FMV im­
mediately before the disaster and immediately 
after the disaster.
H ow  to  d e d u c t yo u r loss in th e  p reced in g  
ye a r. If you choose to deduct your loss on 
your return or amended return for the tax year 
immediately preceding the tax year in which 
the disaster happened, include a statement 
saying that you are making that choice. The 
statement can be made on the return or can 
be filed with the return. The statement should 
specify the date or dates of the disaster and 
the city, town, county, and state where the 
damaged or destroyed property was located.
Due dates. You must make this choice to 
take your casualty loss for the disaster in the 
preceding year by the later of:
• The due date (without extensions) for filing 
your income tax return for the tax year in 
which the disaster actually occurred, or
• The due date (with extensions) for the re­
turn for the preceding tax year.
Thus, if you are a calendar year taxpayer, 
you ordinarily have until April 15, 1993, to 
amend your 1991 tax return to claim a casualty 
loss that occurred during 1992.
Revoking your choice. You can revoke 
your choice within 90 days after making it by 
returning to the Internal Revenue Service any 
refund or credit you received from making the 
choice. However, if you revoke your choice 
before receiving a refund, you must return the 
refund within 30 days after receiving it for the 
revocation to  be effective.
Figuring the loss deduction. You must fig­
ure the loss under the usual rules for casualty 
losses, as if it occurred in the year preceding 
the disaster.
Example. On June 21, 1992, a disaster 
damaged your home, which cost $34,000, in­
cluding land. This was your only casualty loss 
for the year. The area was later determined to 
warrant federal assistance. The FMV of the 
property immediately before the disaster was
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$47,500 and the FMV immediately afterwards 
was $15,000. Your household furniture was 
destroyed.
You have separately figured the loss on 
each item of furniture (see Figuring the Deduc­
tion, earlier) and have arrived at a total loss for 
furniture of $3,000. Your insurance did not 
cover this type of casualty loss and you expect 
no reimbursement for either your home or your 
furniture.
You choose to amend your 1991 return to 
claim your casualty loss for the disaster. Your 
adjusted gross income on line 32 of your 1991 
Form 1040 is $40,000. You figure your casu­
alty loss as follows:
House Furnishings
1. Cost ......................... $34,000 $ 10,000
2. FMV before disaster $47,500 $ 8,000
3. FMV after disaster . . 15,000 5,000
4. Decrease in FMV . . . $32,500 $ 3,000
5. Smaller of line 1 or 4 $32,500 $ 3,000
6. Subtract estimated
insurance ................. -0 - -0 -
7. Loss after
reimbursement ......... $32,500 $ 3,000
8. Total loss ................. $ 35,500
9. Subtract $ 1 0 0 ........... 100
10. Loss after $100 rule $ 35,400
11. Subtract 10% of
$40,000 AGI ............. 4,000
12. Casualty loss
deduction ............... $ 31,400
If you do not choose to deduct your loss on 
your return for the earlier year, deduct it on 
your return for the year in which the disaster 
occurred.
Why you may want to take the deduction in 
the earlier year. Claiming a qualifying disas­
ter loss on the previous year's return may re­
sult in a lower tax for that year, often producing 
or increasing a cash refund.
Claiming a disaster loss on Form 1040X. If
you have already filed your return for the pre­
ceding year, you can claim a disaster loss 
against that year’s income by filing a Form 
1040X, Amended U.S. Individual Income Tax 
Return.
You should adjust your deductions on line 4 
of Form 1040X. Explain the reasons for your 
adjustment in Part II and attach Form 4684 to 
show how you figured your loss.
If you itemized deductions on the original re­
turn, enter your casualty loss deduction in col­
umn B, line 4. Add this amount to your original 
deductions (column A) to arrive at the correct 
amount in column C.
If you did not itemize your deductions on 
your original return, you must first determine 
whether the casualty loss deduction now 
makes it advantageous for you to itemize. If 
so, attach Schedule A (Form 1040), along with 
Form 4684, to your amended return. Fill out 
Form 1040X to refigure your tax on the rest of 
the form to find your refund.
Grants. You do not have to include grants re­
ceived under the Disaster Relief and Emer­
gency Assistance Act in your gross income. 
However, you may not deduct a casualty loss 
to the extent you are specifically reimbursed 
by the grant.
Federal loan canceled. If part of your federal 
disaster loan was canceled under the Disaster 
Relief and Emergency Assistance Act, it is 
considered to be reimbursement for the loss. 
The cancellation reduces your casualty loss 
deduction.
How to Report
Gains and Losses
If you have a loss from a casualty or theft of 
nonbusiness property, use:
• Form 4684, and
•  Schedule A (Form 1040), Itemized Deduc­
tions.
If you have a gain from a casualty or theft of 
nonbusiness property, report your gain on:
•  Form 4684, and
•  Schedule D (Form 1040), Capital Gains and 
Losses.
Form 4684
Use Section A of Form 4684 to figure and re­
port your gain or loss. Be sure to attach Form 
4684 to your return.
Section A— Personal Use Property. This 
section is for casualties and thefts of property 
not used in a trade or business or for income 
producing purposes. You must list each item 
or article for which you are reporting a casualty 
or theft on Form 4684. The form has space to 
figure a loss or a gain on up to four items of 
property. If more than four items of property 
were damaged or stolen in a single casualty or 
theft, you will need to complete lines 1 through 
9 of additional Forms 4684. Or, you may want 
to substitute your own statement for these 
lines. The statement must include the same in­
formation asked on lines 1 through 9. If you 
have to figure your loss or gain on many differ­
ent personal and household items, you may 
want to use the worksheets in Publication 584. 
Copies of these worksheets can be used in 
place of the additional Forms 4684.
More than one casualty or theft loss. If 
you had more than one casualty or theft during 
the year, you must use separate Forms 4684 
and complete lines 1 through 12 for each cas­
ualty or theft. Use only one Form 4684 for lines 
13 through 18.
Losses. If you had a loss from  a casua lty  or 
theft, complete Section A, lines 1 through 18. 
Enter the amount from line 18 of Form 4684 
on line 17 of Schedule A (Form 1040).
Gains. If you had a gain from a casualty or 
theft, com plete Section A and enter the 
amount from line 15 of Form 4684 on Sched­
ule D (Form 1040).
If your gain is short-term (property held one 
year or less), enter it in Part I of Schedule D. If 
your gain is long-term (property held more 
than one year), enter it in Part II of Schedule D. 
In both cases, write “ Form 4684, Section A” 
on your Schedule D.
Gains and losses. If you had both gains 
and losses, and your gains are more than your 
losses, complete Section A through line 15. 
You do not have to complete the rest of Form 
4684. Then combine your short-term gains 
with your short-term losses, and enter the net 
short-term amount in Part I of Schedule D 
(Form 1040). Combine your long-term gains 
with your long-term losses and enter the net 
long-term amount in Part II of Schedule D. In 
both cases, write “ Form 4684, Section A”  on 
your Schedule D.
If your losses are more than your gains, 
complete Section A through line 18. Enter the 
amount from line 18 of Form 4684 on line 17 of 
Schedule A (Form 1040).
Adjustments to Basis
If you have a casualty or theft loss, you must 
decrease your basis in the property by any in­
surance or other reimbursement you receive 
and by any deductible loss. The result is your 
adjusted basis in the property. Amounts you 
spend to restore your property after a casualty 
increase your adjusted basis. See Adjusted 
Basis in Publication 551 for more information.
If Loss Is More
Than Income
If your casualty or theft loss deduction is more 
than your income, you may have a net operat­
ing loss. You can use a net operating loss to 
lower your tax in an earlier year allowing you to 
get a refund for tax you already paid. Or, you 
can use it to lower your taxes in a later year. 
You do not have to be in business to have a 
net operating loss from a casualty or theft. For 
more information, get Publication 536, Net Op­
erating Losses.
Examples
The following two examples explain how to re­
port casualty and theft gains and losses. The 
examples have filled-in sample Forms 4684 at 
the end of this publication.
Example 1. A fire in the home of Janet 
Trees destroyed an upholstered chair, an ori­
ental rug, and an antique table. Janet did not 
have fire insurance to cover her loss. (This 
was the only casualty or theft she had during 
the year.) The chair had cost her $750, and 
had an FMV of $500 just before the fire. The 
rug had cost her $3,000 and had a value of 
$2,500 just before the fire. Janet had bought 
the table at an auction for $100 before discov­
ering it was an antique. It had been appraised 
at $900 before the fire. Her adjusted gross in­
come is $27,000. Janet figures her loss on 
each of these items as follows:
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Chair Rug Table
1. Basis (c o s t).............. $750 53,000 $ 100
2. FMV before f i r e ........ $500 $2,500 $ 900
3. FMV after fire .......... -0 - -0 - -0 -
4. Decrease in FMV . . . $500 $2,500 $ 900
5. Loss (smaller of 1 or 
4 ) ............................... $500 $2,500 S 100
6. Total loss ................. $3,100
7. Subtract $ 1 0 0 .......... 100
8. Loss after $100 rule
9. Subtract 10% of
$3,000
$27,000 ..................... 2,700
10. Casualty loss
deduction ............... $ 300
The loss on the chair is its decrease in FMV 
of $500, because this amount is smaller than 
its basis of $750.
The loss on the rug is its decrease in FMV of 
$2,500, because this amount is smaller than 
its basis of $3,000.
The table, however, had a decrease in FMV 
that was greater than Janet’s basis in it. Her 
loss on the table, therefore, is its basis of 
$100.
Janet’s total loss from the fire is $3,000 after 
applying the $100 rule. After applying the 10% 
rule, her deductible loss is $300.
Janet’s losses for each of the three items 
are shown on line 9 of her Form 4684 which is 
at the end of this publication. After entering 
the total loss ($3,100) on line 10, she sub­
tracts the nondeductible $100, leaving her 
with a loss of $3,000 on line 12. She also en­
ters $3,000 on lines 13 and 16. On line 17, she 
enters $2,700 ($27,000 x  .10) and subtracts it 
from line 16. Janet enters her deductible loss 
of $300 ($3,000 -  $2,700) on line 18 and 
transfers it to line 17 of her Schedule A (Form 
1040).
Example 2. In June, a hurricane destroyed 
John Oaks’s summer cottage. John had built 
the cottage on a lo t 3 years before for 
$20,000. The lot cost him $3,000. The FMV 
immediately before the hurricane was $35,000 
($10,000 for the land, $25,000 for the cot­
tage). There was no damage to the land.
John’s insurance company reimbursed him 
$25,000 for the loss of his cottage. John does 
not plan to replace the cottage.
Later in the same year John's home was 
broken into on two separate occasions. During 
the first theft, a diamond ring was stolen. He 
had bought the ring only 3 months before the 
burglary for $1,000. During the second theft, 
clothes, silverware, jewelry, and a stereo were 
stolen. The items in the second theft were 
bought at various times, but all more than one 
year before the burglary. John establishes that 
these articles cost him a total of $7,240 when 
he originally bought them ($2,190 for the 
clothes, $1,850 for the silverware, $2,000 for 
the jewelry, and $1,200 for the stereo). A com­
petent appraisal of each item showed their 
FMV totaled only $4,300 immediately before 
the theft ($850 for the clothes, $1.850 for the 
silverware, $1,100 for the jewelry, and $500 
for the stereo). John was not covered by insur­
ance for either theft. His adjusted gross in­
come is $28,000.
John’s casualty gain on the summer cottage
is $2,000:
1. Adjusted basis (cost) .........................  $23,000
2. FMV immediately
before the hurricane ............................ $35,000
3. FMV
after the hurricane................................ 10,000
4. Decrease in FMV ................................ $25,000
5. Amount of loss (smaller of 1 or 4) —  $23,000
6. Subtract insurance .............................. 25,000
7. Casualty g a in ...................................... $ 2,000
John completes lines 1 through 4, Section A 
of Form 4684. He enters the amount from line 
4 ($2,000) on line 14.
John’s loss for the first theft is $900:
1. Basis of diamond ring (c o s t) ............... $1,000
2. FMV immediately
before theft ........................................  $1,000
3. FMV immediately
after t h e f t ............................................  -0 -
4. Decrease in FMV ................................ $1,000
5. Amount of loss (smaller of 1 or 4) . . .  $1,000
6. Subtract insurance .............................. - 0 -
7. Loss after reimbursement .................  $1,000
8. Subtract $ 1 0 0 ......................................  100
9. Loss on first theft (after $100 rule) $ 900
John's loss for the second theft is $4,200:
10. Basis of articles stolen (cost of
clothes, silverware, e tc . ) .....................  $7,240
11. FMV immediately
before th e f t ..........................................  $4,300
12. FMV immediately
after theft ............................................  - 0-
13. Decrease in FMV ................................ $4,300
14. Amount of loss (smaller of 10 or 13) $4,300
15. Subtract insurance .............................. - 0 -
16. Loss after reimbursement .................  $4,300
17. Subtract $ 1 0 0 ......................................  100
18. Loss on second theft
(after $100 rule) .................................. $4,200
John’s deductible loss is $300:
19. Loss on first theft ................................ $ 900
20. Add loss on second theft ...................  4,200
21. Total lo sses ........................................  $5,100
22. Gain on cottage ................................ 2,000
23. Subtract line 22 from line 2 1 ...............  $3,100
24. Subtract 10% of $28,000 AGI ........... 2,800
25. Casualty and theft loss deduction $ 300
John fills out separate Forms 4684 through 
line 12 for each theft. He adds the amounts on 
line 12 of each of these forms. John enters 
the total, $5,100, on line 13 of the Form 4684 
that shows the gain on the cottage. Since his 
losses are more than his gain, John subtracts 
line 14 from line 13 and enters $3,100 on line 
16. On line 17, he enters $2,800, subtracts it 
from the amount on line 16, and enters $300 
on line 18. This is John’s casualty and theft 
loss deduction. John transfers $300 to line 17 
of his Schedule A (Form 1040).
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Casualties and Thefts
► See separate Instructions.
► Attach to your tax return.
► Use a separate  Form 4684 for each different casualty or theft.
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Attachment
Sequence No. 26
Name(s) shown on tax return Identifying number
  
SECTION A.—Personal Use Property (Use this section to report casualties and thefts of property not used in a trade
or business or for income-producing purposes.)
1 Description of properties (show kind, location, and date acquired for each): 
Property A 
Property B 
Property C  
Property D
Properties (Use a separate column for each property lost or 
damaged from one casualty or theft.)
A B C D
2
3
4
5
6
7
8
9
Cost or other basis of each property..........................
insurance or other reimbursement (whether or not 
you submitted a claim). 8ee instructions. . . .  
Note: If  line 2  is m ore  than line 3, skip line  4.
Gain from casualty or theft. If line 3 is m ore than  
line 2, enter the difference here and skip lines 5 
through 9 for that column. If line 3 Includes an 
amount that you did not receive, see Instructions .
Fair market value before casualty or theft . . .
Fair market value after casualty or theft . . . .
Subtract line 6  from line 5 .............................................
Enter the sm aller of line 2 or line 7 ..........................
Subtract line 3 from line 8. If zero or tees, 
enter - 0 - .............................................................................
2
3
4
5
6
7
8
9
10
11
12
13
14 
13
Casualty or theft loss. Add the amounts on line 9. Enter the total 10
16
17
18
Enter the amount from line 10 or $100, whichever is s m a l l e r .............................................
Subtract line 11 from line 10 .............................................................................................................
Caution: Use only one Form 4694 for lines 13 through 18.
Add the amounts on line 12 of al  Forms 4684 .............................................................................
Combine the amounts from line 4  of ail Forms 4684 ................................................................
•  If line 14 is m ors than I ine 13, enter the difference here and on Schedule D. Do not 
complete the rest of this section (see instructions).
e If line 14 is less than In e  13, enter -0 - here and continue with the form.
•  If  line 14 is equal to  line 13, enter -0 -  here. Do not complete the rest of this section.
If line 14 is less than line 13, enter the d ifference.......................................................................
Enter 10%  of your adjusted gross income (Form 1040, line 32). Estates and trusts, see Instructions . .
Subtract One 17 from One 16. If zero or less, enter -0 -. Also enter result on Schedule A (Form 1040), line 17. 
Estates and trusts, enter on the “Other deductions" line of your tax r e t u r n ................................................................
For Paperwork Reduction Act Notice, see page 1 of separate Instructions. C at. No. 129870
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Identifying number
 
4684
Department of the Treasury
Internal Revenue Service
► See separate instructions.
► Attach to your tax return.
Uss a separate Form 4684 for each different casualty or theft.
Casualties and Thefts
Name(s) shown on tax return
 
SECTION A.—Personal Use Property (Use this section to report casualties and thefts of property not used in a trade
or business or for income-producing purposes.) 
1 Description of properties (show kind, location, and date acquired for each):
Property A  ........  ...................................................................................................... ........................
Property B .................................................................................................................................................................................................................................................
Property C  .................................................................................................................................................................................................................................................
Property D  .................................................................................................................................................................................................................................................
2  Cost or other basis of each property..........................
3  Insurance or other reimbursement (whether or not 
you submitted a claim). 8se instructions. . . . 
Note: If  line  2  is m ore  than line 3, skip  line  4.
4  Gain from casualty or theft. If line 3 is m ore than  
line 2, enter the difference here and skip lines 5 
through 9  for that column. If line 3  includes an 
amount that you did not receive, see instructions .
5  Fair market value before casualty or theft . . .
6  Fair market value after casualty or th e ft. . . .
7  Subtract line 6  from line 5 .............................................
8  Enter the sm aller of line 2 or line 7 ..........................
9  Subtract line 3  from line 8. If zero or less,
e n te r - 0 - .............................................................................
P roperties (Use a separate column for each property lost or 
dam aged from one casualty or theft.)
2
A B c D
 
 
3
 
4
  
5
6
7
8
9
10 Casualty or theft loss. Add the amounts on line 9. Enter the t o t a l ...................................................................................
11 Enter the amount from line 10 or $100, whichever Is s m a l l e r ..........................................................................................
12 Subtract line 11 from line 1 0 .........................................................................................................................................................
Caution: Use only one Form 4634 for lines 13 through 18.
13 Add the amounts on I ine 12 of al  Forms 4884 .........................................................................................................................
14 Combine the amounts from line 4 of all Forms 4884 .............................................................................................................
15    If line 14 is m ore than  I ine 13, enter the difference here and on Schedule D. Do not
complete the rest of this  section (see instructions), 
  If line 14 is less than  I ine 13, enter -0 - here and continue with the form. 
  If  line 14 is equal to  line 13, enter -0 - here. Do not complete the rest of this section.
15. If line 14 is le ss  th an  line 13, enter the d ifference...................................................................................................................
17 Enter 10%  of your adjusted gross Income (Form 1040, line 32). Estates and trusts, see Instructions . . . .
12
13   
14   
15
 
16   
17
 
18 Subtract line 17 from line 18. If zero or less, enter -0 -. Also enter result on Schedule A  (Form 1040), line 
Estates and trusts, enter on the “Other deductions" line of your tax r e t u r n .........................................................
17.
18  
 
For Paperwork Reduction Act Notice, see page 1 of separate Instructions. Cat No. 129970 Form 4684 (1992)
* Total from lines 12 of Forms 4684 on which first and second thefts are reported.
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4684
Department of the Treasur y
Internet Revenue Servi ce
► See separate Instructions.
► Attach to your tax return.
Use a separate Form 4684 for each different casualty or theft.
Casualties and Thefts
Name(s) shown on tax return
 
SECTION A.—Personal Use Property (Use this section to report casualties and thefts of property not used in a trade
or business or for income-producing purposes.)
1 Description of properties (show kind, location, and date acquired for each):   
Property A .  .............................................
Property B .................................................................................................................................................................................................................................................
Property C ..................................................................................................................................................................................................................................................
Property D .................................................................................................................................................................................................................................................
2
3
4
5
6
7
8
9
Cost or other basis of each property..........................
Insurance or other reimbursement (whether or not 
you submitted a claim). See instructions. . . .  
Note: If line 2 Is m ore  than line 3, skip line  4.
Gain from casualty or theft. If line 3 is m ore than  
line 2, enter the difference here and skip lines 5 
through 9 for that column. If line 3 Includes an 
amount that you did not receive, see Instructions .
Fair market value before casualty or theft . . .
Fair market value after casualty or theft . . . .
Subtract line 6  from line 5 .............................................
Enter the smaller of line 2 or line 7 ..........................
Subtract line 3 from line 8. If zero or less, 
en te r- 0 - ................................................................ . .
Properties (Use a separate column for each property lost or 
dam aged from one casualty or theft.)
2
A B c D
  
3
  
4
5   
6  
7  
 
8  
 
9  
 
1010
11
12
13
14
15
Casualty or theft loss. Add the amounts on line 9. Enter the total
Enter the amount from line 10 or $100, whichever to s m a l l e r ......................................................... ......
Subtract line 11 from line 1 0 ................................ ........................................................................................................................
Caution: Use only one Form 4684 for lines 13 through 18.
Add the amounts on I ine 12 of al  Forms 4684 .........................................................................................................................
Combine the amounts from line 4 of all Forms 4684 ............................................................................................................
•  If line 14 to m ore th an  I ine 13, enter the difference here and on Schedule D. Do not 
complete the rest of this section (see instructions).
•  If line 14 to less than  I ine 13, enter -0 - here and continue with the form.
•  if I ine 14 to equal to  line 13, enter -0 - here. Do not complete the rest of this section.
11
12
13
14
18
  
 *
16
17
18
If line 14 to less th an  line  13, enter the d ifference...................................................................................................................
Enter 10% of your adjusted gross Income (Form 1040, line 32). Estates and trusts, see instructions . . .
Subtract line 17 from line 18. If zero or lees, enter -0 -. Also enter result on Schedule A (Form 1040), line 17. 
Estates and trusts, enter on the "Other deductions" line of your tax r e t u r n ................................................................
16
18
For Paperwork Reduction Act Notice, see page 1 of separate Instructions. Cat No. 129970 Form 4684 (1992)
* Transferred to line 13 of Form 4684 on which cottage is reported.
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Form 4684
Department  of the Treasury 
Internal Revenue Service
Name(s) shown on tax return
► Use a
► See separate Instructions.
► Attach to your tax return.
separate Form 4684 for each diffe r ent casualty or theft.
Casualties and Thefts
SECTION A.—Personal Use Property (Use this section to report casualties and thefts of property not used in a trade
____________ or business or for income-producing purposes.)_____
1 Description of properties (show kind, location, and date acquired for each):
Property A 
Property B 
Property C  
Property D
Properties (Use a separate column for each property lost or 
damaged from one casualty or theft.)
A B C D
2 Cost or other basis of each property..........................
3 Insurance or other reimbursement (whether or not 
you submitted a claim). See instructions. . . .  
Note: If  line 2  is m ore than line 3, skip line 4.
4  Gain from casualty or theft If line 3 is m ore than 
line 2, enter the difference here and skip lines 5 
through 9 for that column. If line 3 includes an 
amount that you did not receive, see instructions
5 Fair market value before casualty or theft . .
6 Fair market value after casualty or th e ft. . .
7 Subtract line 6 from line 5 ......................................
8  Enter the sm aller of line 2 or line 7 . . . ,
9  Subtract line 3 from line 8. If zero or less
enter - 0 - ......................................................................
2
3
4
5
6
7
8
9
10 Casualty or theft loss. Add the amounts on line 9. Enter the total
11 Enter the amount from line 10 or $100, whichever is smaller
12 Subtract line 11 from line 1 0 ...................................................
Caution: Use  only one Form 4684 for lines 13 through 18
13 Add the amounts on line 12 of all Forms 4684 . . . .
14 Combine the amounts from line 4 of all Forme 4684 .......................................
16   If line 14 to m ore than line 13, enter the difference here and on Schedule D. Do not
complete the rest of this section (see instructions).
•  If line 14 to less than I ine 13, enter -0 - here and continue with the form.
•  If line 14 to equal to  line 13, enter -0 - here. Do not complete the rest of this section.
16 If line 14 to less th an  line 13, enter the d ifference..........................................................
17 Enter 10%  of your adjusted gross Income (Form 1040, line 32). Estates and trusts, Instructions
10
11
12
13
14
16
16
17
 
  
  
   
18 Subtract line 17 from line 16. If zero or less, enter -0 -. Also enter result on Schedule A (Form 1040), line 17. 
Estates and trusts, enter on the “Other deductions” line of your  tax r e t u r n ................................................................ 18
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